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PREFACE 


This  paper  is  one  of  a  series  of  detailed  country  studies 
which  formed  part  of  the  196^  Summer  Research  Project  of  the  Office  of 
Program  Coordination.  The  Summer  Research  Project  was  composed  of 
three  parts:  the  first  part  was  a  review  of  A.I.D.'s  past  experience 
with  aid  policies  in  Individual  countries;  the  second  part  consisted  of 
a  number  of  country  studies  of  future  aid  requirements  of  which  this 
paper  was  one;  and  the  third  part  was  a  50-country  study  which  attempted 
to  make  long-range  projections  of  foreign  aid  needs.  These  summer 
projects  were  conducted  largely  by  summer  consultants  and  summer  interns 
with  the  active  assistance  of  a  number  of  A.I.D.  professional  staff. 

One  purpose  of  the  projects  was  to  gain  an  idea  of  the  probable 
range  of  future  total  aid  requirements  both  for  selected  countries 
having  major  programs  and  for  a  significant  part  of  the  developing  world 
as  a  whole.  Another  important  purpose  was  to  investigate  the  sensitivity 
of  aid  requirements  to  variations  in  rates  of  growth  of  GUP,  exports 
and  the  like.  A  third  goal  of  the  studies  was  to  demonstrate  the  use 
of  analytical  techniques  and  quantitative  models  for  program  planning. 

This  study  by  Jeffrey  Williamson  is  a  relatively  straight¬ 
forward  example  of  the  use  of  modern  statistical  and  programming 
techniques  in  analyzing  long-run  assistance  needs  for  an  individual 
country;  it  therefore  provides  a  useful  illustration  of  the  methodology 
of  economic  model  building. 


Professor  Williamson  spent  appr  iximately  six  weeks  preparing 
and  writing  this  study.  He  initially  spe  it  several  weeks  in  Washington 
during  the  summer  of  1964  gathering  data  and  developing  a  preliminary 
version  of  this  study.  Subsequently  he  ‘visited  Turkey  to  consult  with 
the  staff  of  the  A.I.D.  Mission  and  the  Turkish  State  Planning  Office. 
The  revision  and  refining  of  the  final  report  was  then  completed  at 
the  University  of  Wisconsin.  While- in  Washington  he  was  assisted  by 
Marcelle  Arak,  a  graduate  student  in  ecoromics  from  the  Massachusetts 
Institute  of  Technology. 

/ 


A  number  of  the  assumptions  made  in  the  study  are  now  thought 
to  be  unrealistic.  In  particular,  assumptions  relating  to  import 
substitution  may  be  overly  pessimistic  ir  view  of  the  opening  of 
Eregli  Steel  and  recent  oil  discoveries.  Then  too,  one  may  question 
the  assumption  that  Turkey  is  not  a  marginal  exporter  of  figs,  raisins, 


hazelnuts,  tobacco,  chrome,  and  chrome 
example,  there  may  also  be  a  greater  ex 
than  estimated  in  this  study  because  of 


concentrates . 
pans ion  of  fu 
significant 


To  take  another 
tare  cotton  expor 
investments  in 


irrigation  already  underway. 
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One  particular  set  of  assumptions  made  in  the  paper  those 
relating  to  debt  servicing  (Appendix  A)  -  requires  special  comment. 

The  format  of  the  country  studies  for  the  1964  Summer  Research  Program 
specified  that  the  gross  inflow  of  public  funds  was  the  sum  of  the 
deficit  on  current  account  (excluding  interest  on  the  public  debt 
outstanding)  plus  debt  servicing  (amortization  and  interest  payments), 
minus  capital  flow  other  than  public  funds.  The  debt  servicing  for  five, 
ten,  and  fifteen  year  periods  was  computed  under  various  assumptions  on 
maturities,  interest  rates,  and  the  grace  periods  in  order  to  investigate 
the  effect  of  alternative  debt  terms.  These  "Gross  Inflows  of  Public 
Funds"  indicate  illustrative  gross  magnitudes  of  official  grants  and 
loans  needed  by  Turkey  in  1965,  1970 ,  and  1975  to  finance  debt  servicing 
and  the  net  deficit  on  current  account.  It  is  now  realized  that  these 
illustrative  magnitudes  lack  realism. 

Haring  the  spring  and  summer  of  1965  a  Working  Parqy  of  the 
OECD  Consortium  for  Turkey  made  an  extensive  study  of  the  possibilities 
of  rescheduling  the  country’s  debt  payments  and  leveling  out  their  bur  en 
over  the  period  196.5-1973.  The  rescheduled  amortization  and  interest 
payments  which  resulted  from  the  Working  Party’s  efforts  differed 
substantially  from  those  included  in  this  study.  Williamson’s  estima  es 
decline  each  year  from  1965  to  1973;  the  currently  rescheduled  debt 
servicing  is  more  or  less  constant  during  the  period  1965-19/"  1>  and 
declines  substantially  only  during  the  last  two  years. 

In  the  case  of  new  debt  the  current  average  grace  period  for 
loans  by  members  of  the  Turkish  Consortium  is  10  years  for  the. United 
States  and  7  years  for  other  members.  Consequently,  amortization  of 
new  debt  (after  1964)  begins  in  the  early  1970’ s  with  only  a  small 
amount  (i.e.,  non-U. S.  aid  during  1965 >  1966,  1967)  being  amortized  in 
1975.  The  four  and  five  year  grace  periods  used  in  the  appendix 
estimates  introduce  amortization  payments  into  the  Grojss_  Inflow  _qf 
Public  Funds  in  the  late  1960*s. 


Professor  Williamson’s  current  analysis  of  Turkish  aid. 
requirements  is  thus  intended  less  as  a  realistic  set  of  projections 
and  more  as  a  realistic  illustration  of  an  approach  which  might  be 
useful  in  making  such  projections.  Time  limitations  precluded  the 
type  of  thorough  investigation  of  the  country  studied  which  is  essentia 
in  the  construction  of  reliable  projections.  It  is  hoped,  however,  uhat 
this  study,  although  subject  to  factual  weaknesses,  v:i  l  .1  give  the  readme 


a  sense  -of  the  usefulness  of  quantitative  modei-Lui  .ui..  ng  mcni-  ur 

formulating  and  testing  long-range  country  assistance  strategies. 


-  nchr.iquos  in 
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1 .  Methodology  and  Data 

The  estimation  techniques  utilized  in  deriving  this  model  of 
the  Turkish  economy,  and  the  methodology  of  the  investment- savings  and 
import-export  gap  approach,  have  been  summarized  and  amplified  in  other 
publications  of  the  1964  Summer  Research  Project,  and  need  not  detain 
us  here.  For  such  background  the  reader  is  referred  to  both  Estimating 
LDC* s  Future  Aid  Requirements*  and  A  Case  Study  in  Development  Analysis: 
Future  Foreign  Resource  Requirements  of  Colombia  by  Jaroslav  Vanek. 

Given  variations  in  data  availability,  institutional  environments,  and 
researchers’  time,  differences  in  estimating  procedure  must  surely 
accompany  each  of  the  country  studies  forming  part  of  the  summer  research 
project.  Such  differences  will  become  obvious  to  the  reader  as  he  makes 
his  way  through  the  Turkish  study.  Nevertheless,  there  are  major 
peculiarities  in  the  Turkish  national  accounts  which  make  our  model 
and  its  projections  rather  distinctive.  These  should  be  emphasized  at 
the  outset. 

Turkish  data  reporting  and  compiling  agencies  have  made 
considerable  progress  over  the  past  years  in  improving  the  coverage 
and. accuracy  of  their  quantitative  information.  Like  all  underdeveloped 
nations,  Turkey  still  has  considerable  margin  for  improvement.  One 
peculiarity  remaining  in  the  national  accounts  should  be  underlined  at 
an  early  stage:  all  our  estimates  and  projections  of  savings  and 
investment  are  net  of  inventory  investment.  The  Turkish  accounts  give 
estimates  only  of  gross  fixed  capital  investment  from  which  gross  domestic 
savings  is  derived  as  a  residual.  Inventory  investment  is  included  in 
the  private  consumption  aggregate.  No  attempt  has  been  made  to 

*  Summer  Research  Project  (1964)  Publication  No.  5 
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construct  approximations  of  inventory  investment  since  the  Summer 
Research  Project  is  severely  constrained  by  time.  Hopefully,  the 
gap  estimates  should  not  be  greatly  affected  by  the  exclusion  of 
inventory  investment  from  total  gross  investment  (and  from  the  savings 
out  of  which  such  investment  is  financed). 

Gross  domestic  product  at  factor  cost,  V,  can  be  disaggregated 
into  eight  value  added  sectors.  In  the  functional  relationships  which 
follow  these  exogenous  variable  can  be  identified  by  the  notation, 


V=  yt  V. 
,  1 

1=1 


where  the  sectoral  i  are  the  following: 


i  =  1,  agriculture 

i  »  2,  mining  and  quarrying, 


i  =  3,\ 

1  -  V 


capital  goods 
non-capital  goods 


■S 


manufacturing. 


i  =  5 )  electricity,  gas  and  water, 
i  =  6,  .construction, 

i  =  7 ,  transportation  and  communications, 
i  =  8,  all  other  (services). 

The  projections  and  the  estimation  of  the  model’s  structure  rely  primarily 
on  data  collected  from  the  United  Nations  The  Growth  of  World  Industry, 
1938-61  and  the  Yearbook  of  National  Accounts  Statistics,  various 
issues  of  the  International  Monetary  Fund's  Balance  of  Payments  Yearbook, 
the  Yearbook  of  International  Trade  Statistics,  various  issues  of  the 
International  Financial  Statistics,  the  Turkey  Long-range  Assistance 
Strategy  (AID),  the  First  Five  Year  Development  Plan,  I963-I967,  and  Gurtan 
>1'-  -‘-^i  or'c.  on  Studies  Concerning  the  Correction  and  Standardization  of 
Investment  Accounts . 


Before  passing  on  to  a  review  of  the  model ’ s  estimated  structure, 
a  brief  consent  on  the  use  of  Turkish  data  for  the  estimation  of  macro 
relationships  might  be  in  order.  It  should  coma  as  no  surprise  that  this 
study  makes  use  of  rcariy  alternative  set3  of  data  and  does  not  rely 
inflexibly  on  one  or  the  other  consistently  throughout.  Thus  we  have 
found  the  Flan  to  be  ext re  ms  ly  helpful  in  estimating  the  structure  of  the 
export  function  but  of  little  use  in  determining  future  investment 
requirements.  On  the  other  hand,  some  portions  of  Turkey’s  historical 
experience  are  clearly  relevant  for  estimating  the  savings  function  but 
less  so  for  her  future  exports.  Ve  attempt  to  justify  our  choice  of 
these  alternative  sets  of  empirical  evidence  in  each  section.  In  some 
cases  they  become  sources  of  alternative  assumptions  within  the  model. 


2.  The  Investment  Function 


We  have  already  indicated  that  inventory  investment  cannot  be 
treated  in  our  analysis  of  future  investment  requirements.  An  additional 
constraint  On  the  model’s  sophistication  lies  in  the  paucity  of  net 
investment  information  by  sectoral  or  functional  classification.  All 
our  investment  functions  and  the  data  upon  which  they  are  based  are  given 
on  a  gross  rather  than  a  net  basis:  throughout ,  investment  refers  to  both 
replacements  and  increments  to  the  capital  stock.  Furthermore,  although 
our  exogenous  variables  (Vi)  ere  in  factor  prices 0  both  investment  and 
sa“ings  are  valued  in  market  prices  according  to  the  conventions  of 
national  income  accounting.  It  should  bo  noiad  ac  a  final  qualification 
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that  there  are  no  reliable  investment  data  by  sector  for  TurKey  vhich  yield 
meaningful  time  series.  As  a  result,  our  disaggregated  investment  function 

is  expressed  in  functional  rather  than  sectoral  terms. 

After  preliminary  experimentation  with  the  available  historical 
data  we  settled  upon  the  disaggregation  of  gross  fixed  investment  into 
four  components .  In  the  case  of  Turkey  gross  fixed  investment  is  written 


as : 


where 


f 

I 


+  I 


gross  fixed  investment, 


jSm_  investment  in  machinery  and  equipment  (including 
transportation  equipment), 

Irh=  residential  housing  investment  (private  urban  and 
rural  housing  construction  and  public  construction 
of  buildings), 


IP  =  investment  in  plant  (state  and  private  construction 
of  commercial  and  industrial  buildings), 

1°  =  other  gross  fixed  investment  (mainly  public  works) . 

A  more  extensive  breakdown  might  have  been  possible  into  public  and  pri¬ 
vate  sectors  but  the  data  available  for  potential  explanatory  variables 
was  in  all  cases  very  limited:  historical  data,  for  example,  on  the  profits, 
sales  and  value  added  among  the  state  enterprises  and  according  to  sectors 
is  either  non-existent  or  totally  chaotic.  Another  possible  source  of 
further  disaggregation  lies  with  machinery  and  equipment  investment. 
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In  the  pre-Plan  era,  practically  all  transportation  equipment  was  irr^orted 
and  thus  a  separation  of  I  into  transportation  equipment  and  "all  other" 
machinery  and  equipment  might  have  been  possible.  We  have  left  this  a]- 

-P 

ternative  to  future  studies,  however,  and  have  used  the  basic  data  on  I 
breakdowns  as  given. 

Nevertheless,  this  breakdown  has  the  advantage  that  each  component 

** 

is  relatively  homogeneous.  Iem  and  Ip  are  self-explanatory  in  this  regard. 
With  regard  to  I  ,  between  65  to  75$  of  non -commercial  and  non-industrial 
building  construction  was  represented  by  private  residential  housing  in 
the  decade  of  the  1950's.  The  residual  investment  component,  1°,  is 
almost  entirely  urban  and  rural  public  works  investment.  Each  of  these 
investment  components  is  valued  in  constant  prices. 

Investment-  in  residential  housing,  or  more  accurately  private  and 
public  building  investment,  was  assumed  to  have  a  linear  relation  with 
total  national  income  or  gross  domestic  product.  The  capital  requirements 
in  residential  housing  are  not  closely  related  to  postulated  desired 
increases  in  output  especially  over  a  period  of' " fifteen  years.  Further 
justification  for  the  hypothesized  linear  relation  between  Ir^  and  V 
can  be  found  in  the  fact  that  time  series  information  is  rather  limited 
for  Turkey.  A  more  sophisticated  investment  relationship  including  such 
relevant  decision  variables  as  population  growth,  internal  migration  and 
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family  formation  rates  would  be  Quite  out  of  the  scope  of  the  time  limits 
of  the  Summer  Research  Project.  And  indeed  it  does  appear  that  public 
and  private  building  construction  consumes  a  relatively  stable  share  of 
GDP  or  V  over  time;  over  the  decade  of  the  1950's  the  average  share  of  I 
in  V  was  about  5$.  Pore  precisei.y,  we  estimate  that 


(2a)  Irh  =  .052  V. 


Perhaps  a  better  justification  for  the  assumed  fixed  relationship 
between  residential  housing  investment  and  gross  domestic  product  lies  in 
the  Plan  and  with  most  recent  Turk  ish  experience.  Turkish  policy  mike  re 
have  expressed  the  desire  to  limit  housing  investment  and  the  plan 
projects  a  rate  of  growth  of  I  roughly  equal  to  the  overall  planned 
rate  (i.e.,  maintaining  a  fixed  share  of  Ir^  in  gross  domestic  product;. 
To  achieve  this  end,  recent  measures  have  eliminated  tax  advantages  for 


luxury  housing  and  have  reduced  exemptions  for  middle  class  housing. 

On  the  other  hand,  low  cost  housing  may  be  stimulated  in  the  future  by 


the  new  proposals  being  offered  to  induce  greater  worker  remittances 
from  Western  Europe. 
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In  the  case  of  "other"  investment  (primarily  public  works),  ve 
have  assumed  that  this  type  of  social  overhead  capital  is  a  function  of 
the  rate  of  growth  of  total  output  rather  than  the  rate  of  change  of  output 
in  the  non-agri cultural  sector  since  a  large  part  of  Turkish  public 
investment  of  this  type  is  allocated  to  the  rural  sector.  We  have 
estimated  that: 

(2b)  1°  =  .6l4  r  V  (l  +  r)\ 


where  r  is  the  rate  of  growth  of  total  value  added  and  V  is  total  value 


added  in  the  base  year.  * 

A  comment  should  be  made  at  this  stage  concerning  our  time  period 
of  observation.  Although  the  Turkish  economy  after  1961  had  regained 
some  of  the  impressive  momentum  typical  of  the  early  and  raid-1950 's,  the 
period  after  1958  and  up  to  19ol  was  particularly  poor  in  performance. 
This  span  of  three  or  four  years  is  hardly  characteristic  of  the  average 
capabilities  of  the  Turkish  economy.  It  is  one  of  political  turbulence, 
adjustment  to  such  change,  and  eventual  severe  recession.  In  fact,  both 
the  rate  of  growth  of  the  Turkish  economy  and  its  marginal  capital  output 
ratios  reveal  a  distinctive  secular  pattern.  From  the  early  to  the  later 
years  of  the  1950's,  growth  rates  show  a  steady  decline  while  marginal 
capital  output  ratios  and  measures  of  excess  capacity  exhibit  a  steady 
increase.  Both  of  these  series  appear  to  reverse  their  secular  movement 


following  the  recession  of  the  early  19&Q'  s.  Because  of  this  long-run 

p  ■  s£  - U  a  3  th  f  ici  1  ik't  !  '  ;  sh  e  >nomy  1  s  nine  s  vived 


*  Barred  variables  are  used  throughout  this  study  to  denote  base  year 
values. 
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and  reached  a  growth'  performance  more  typical  of  the  earlier  years,  we 
have  discarded  the  period  after  1958  in  estimating  (2b),  (2c),  and  (2d). 

Thus  an  overall  marginal  capital  output  ratio  for  the  period  1950-82  is 
closer  to  3.2.  The  plan,  on  the  other  hand,  assumes  an  overall  marginal 
capital  output  ratio  of  2.6.  (The  low  Plan  figure  has  since  been  revised 
upward  to  approximately  2.9,  while  the  original  Plan  estimate  was  pro¬ 
jected  to  increase  in  the  Second  Five  Year  Plan  as  excess  capacity  was 
eliminated).  The  mechanics  of  the  estimation  of  (2b)  were  as  follows? 

1°  is  summed  over  the  period  1951-55  and  related  to  the  increment  in 
output  between  three  year  moving  averages  centered  on  1952  and  1957. 

For  similar  reasons  this  procedure  was  used  in  estimating  (2c)  and  (2d) 
where  investment  and  output  data  are  also  in  constant  prices. 

Investment  in  machinery  and  equipment  is  restricted  to  the  output 
performance  in  sectors  i  =  2,3,ilj5)6 ,7*  In  the  Turkish  case  the  service 
sector  is  not  a  major  consumer  of  investment  in  machinery  and  equipment. 
Although  a  considerable  percentage  of  Iem  was  consumed  by  the  agricultural 
sector  in  the  early  1950's,  the  proportion  fell  significantly  over  the 
decade.  Furthermore,  a  good  portion  of  investment  in  irrigation  is  in¬ 
cluded  in  the  energy  sector  (e.g.  ,  1°)  or,  if  due  to  the  peasants'  own 
efforts,  is  not  included  in  the  estimates  of  investment  at  all!  Since 
the  time  was  not  available  to  allocate  Iem  between  transportation  and  other 
machinery  and  equipment,  our  function  explaining  investment  requirements 
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in  machinery  anti  equips nt  includ  '3  sector  7,  the  transportation  end 

corstuhication  sector.  In  this  case, 

_  t  f 

(2c)  3*®  =  2.320  rp34567  V  234567  1  +  ’ 

vhere  the  r  *  8  anti  V  are  del  ined  as  above  • 

We  are  left  to  estimate  the  investment  requirements  in  industrial 

and  commercial  plant.  Here  we  can  exclude  the  construction  sector  but  must 

add,  of  course,  the  service  eector.  Following  the  same  procedure  as 

outlined  above,  ve  estimated  the  relationship, 

( 

.) 

(2d)  IP  =  .363  1*234578  V|34578  d  +r234578^t* 

In  simsnary  form,  equations  (2a),  (2b),  (2c)  and  (2d)  can  be 

aggregated  into  an  overall  Investment  function. 

Xf  „  +  jP  +  ^  +  I1* 

or 

(2f)  If  =  .052  V  +  .6l4  rV  (l+r)t  +  2.320  1*234567  ^234567 

(l+r234567')t  +  *363  r2345'f8  ^234578  (1+ *‘234578^*  * 


3.  The  Savings  Function 


The  reader  will  recall  that  savings  is  valued  on  a  gross  rather 

than  a  net  basis  in  this  study  and  thus  includes  depreciation  allowances. 

/ 

Savings  is  defined  as  the  difference  between  gross  national  product  (at 

market  prices)  and  consumption  (which  includes  inventories);  in  fact 


savings  is  derived  as  a  residual  in  the  Turkish  national  income  accounts, 

da,-,  difference  betw  een  total  gross  fixed  investment  and  rational  saving* 


identically  equals  the  balance  of  payzaentn  on  current  account, 


*  Barred  variables  are  used  throughout  this  study  to  denote  base  year 
values . 


«r*  ^ 


Estimation  of  an  adequate  savings  function  proved  the  most 

difficult  of  our  tasks.  Data  available  fc-r  disaggregation  of  national 

savings  into  meaningful  components  were  severely  limited  and  as  a  result 

she  final  function  used  in  the  projections  in  quite  elementary.  We  have 

disaggregated  national  savings  into  three  components.  Total  national 

savings  is  the  sum  of  depreciation  allowances  (sd),  the  savings  of 

ihe  cerxtral  government  out  of  current  revenue  after  current  expenditures 

(Sg) ,  and  the  residual,  the  combined  savings  of  the  private  business 

sector,  household,  and  state  enterprises  (S°) ,  Thus, 

(]  0  o 

S=  S  +  S°  +  S  . 

iurt’ner  disaggregation  of  savings  into  the  private  business  sector  and 
households  (or  urban  and  rural)  might  have  been  possible  by  making  use 
of  such  studies  as  0.  Yenal's  The  Economic  Nature  and  Significance  of 
the  Development  of  a  Capital  Market  in  Turkey  (Istanbul,  September  19&3) 
but  closer  examination  indicated  that  such  an  attempt  would  be  fruitless. 
First,  such  data  as  does -exist  are  not  consistent  and  are  based  upon 
extremely  restrictive  assumptions.  Second,  it  does  not  appear  obvious 
that  statistical  information  exists  to  generate  a  sample  representing 
the  appropriate  explanatory  variables,  For  these  reasons  we  retained  the 
siicplifiei  version  as  expressed  above. 


- 

In  estimating  a  functional  relationship  explaining  depreciation 
allowances,  ve  attempted  two  alternatives  in  lieu  of  information  on  the 

capital  stock  and  its  distribution  in  Turkey,  We  tried  to  relate  S' 

jr* 

alternatively  to  both  V  and  I"  by  making  use  of  standard  regression 

techniques.  In  both  cases  no  set  of  lags  with  or  without  moving  average 


We  have  had  no  success  in  discovering  how  depreciation  is  estimated  in 
Turkish  national  accounts.. 
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appeared  to  result  in  significantly  higher  R2's  than  one  which  relates 
r*  f 

this  year's  S  to  this  year's  V  or  I  .  Since  a  trend  in  the  ratio  was 

apparent  we  estimated  the  following  function  with  an  intercept: 

(3a)  Sd  =  .254  If  +  103.06,  R2  =  .92. 

(.026) 


The  relationship  was  estimated  from  statistics  covering  the  period 

a 

beginning  1950  where  both  S  and  I1  are  taken  in  constant  prices  and 
are  in  millions  of  Turkish  Lira.  YJhen  S  was  run  on  V  the  resulting  fit 
appeared  distinctly  inferior  (R2  =  .89). 

Estimation  of  a  governmental  savings  function  proved  to  be  far 
more  difficult.  Recall  that  Sg  is  defined  as  the  difference  between 
current  revenues  and  current  expenditures.  Over  the  decade  of  the  1950 's 
and  early  1960's  both  the  ratio  Sg/  (Td  +  T1)  and  (Td  +  T1 )/V)  have 
varied  widely  under  opposing  influences.  A  secular  tendency  towards 
increased  government  revenues  (general  and  annexed  budgets)  relative  to 
national  income  was  pffset  by  the  effects  of  stagnation  of  the  late 
1950's  and  eventually  recession  of  the  early  1960's.  As  a  result,  Sg/G 
fluctuates-  dramatically  between  6.0$  and  26,1  $  during  the  period  1950-62. 
The  average  propensity  of  the  government  to  save  has  been  approximately 
14.5 $  with  a  rising  secular  trend.  The  Plan  makes  very  optimistic 
projections  with  regard  to  future  government  revenues  and  in  196? 
has  Sg/G  exceeding  30$.  This  projection  seems  at  first  sight  to  be 
highly  unrealistic  given  the  existing  tax  base  and  in  spite  of  recent 


and  projected  improvements  in  the  base  and  its  flexibility.  Clearly, 


*  Grj=  Current- government  .expenditure's  *,  Tui+nT  are,  respectively,  direct 
and  indirect  taxes.  See  page  12  for  more  complete  definitions. 
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p* 

if  the  Plan  estimates  of  S  are  unacceptable  we  must  make  some  attempt 
to  disaggregate  the  sources  of  government  savings  in  order  to  arrive 
at  a  more  accurate  estimate.  After  some  experimentation  we  settled 
on  the  following  relatively  simple  expression  for  government  savings: 

Sg  =  (Td  +  T1)  -  (Gd£1  +  Gndf) 

where  Td  =  direct  tax  revenue  (=  income  tax  +  corporation 

income  tax  +  inheritance  and  gift  tax  +  defense 
tax  on  building  +  motor  vehicle  tax  +  other 
direct  taxes), 

T1  =  indirect  tax  revenue  (including  revenue  from 
monopolies  and  all  other  public  revenue  but 
excluding  counterpart  funds) , 

G  =  current  defense  expenditures , 

Gndd>=  current  non-defense  expenditures. 


Total  current  government  expenditures  (G)  as  a  share  in  gross 
domestic  product  historically  has  revealed  wide  fluctuations:  from  a 
peak  share  in  1950  of  1 4.7$  it  declined  erratically  to  a  low  of  8.3 $  in 
1957*  Since  1957  the  ratio  has  increased,  attaining  a  share  of  12 .5$  in 
1961.  The  Plan  projects  a  sharp  increase  in  the  early  Plan  years 
(15 .2$  in  1963)  while  becoming  relatively  stable  thereafter.  In  fact 
the  State  Planning  Organization  (SPO)  projects  a  rate  of  growth  of  8.7 $ 
in  G  over  the  five  year  planning  period  or  at  an  overall  rate  1.243  times 


/ 


,ndf 


that  of  gross  domestic  product.  Between  1953  and  196 1,  however,  G  has 
grown  at  a  rate  1.-202  times  that  of  V.  Both  of  these  figures  are  much 

too  large  to  use  in  long  range  projections:  applying  the  differential 

Plan  rate  of  1.2.43  results  in  a  ratio  of  current  government  expenditures 
to  gross  domestic  product  of  25*0  percent  by  1970. 
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We  have  instead  relied  on  more  reasonable  alternatives.  On  the 
one  hand  ve  have  assumed  that  the  Turkish  Plan  goal  ol  limiting  the 
size  of  current  government  expenditures  \rill  be  successful.  The  basic 
goal  of  the  Plan  is  to  stabilize  G/v  at  some  fixed  ratio  and  more  generally 
to  keep  current  government  expenditures  at  levels  vhich  do  not  conflict 
vith  a  rapid  rate  of  expansion  of  government  investment  expenditures. 

Thus  ve  have  assumed  two  alternatives.  The  first  reflects  considerable 
success  vith  austerity: 

(3b)  G  =  G(l  +  rg)t  vhere  rg  »  .035* 

As  a  more  readily  attainable  goal,  ve  make  the  alternative  assumption 
that  the  G/v  share  vill  remain  constant: 

(3b')  G  =  G(l  +  rg)t  vhere  rg  =  ry. 

The  second  alternative,  (3b ' ),  is  certainly  most  likely  to  be  proven 
by  subsequent  facts,  but  ve  include  (3b)  in  our  projections  only  to  give 
the  reader  a  sense  for  the  impact  of  these  assumptions  upon  the  marginal 

savings  ratio. 

Let  us  nov  turn  to  the  estimation  of  government  revenue.  T1 
i ncludes  a  broad  distribution  of  sources  the  most  important  of  vhich  in 
1963  vere  production  taxes  on  import ,- general  production  taxes,  customs 
duties,  revenue  froramonopolies,  and  stamp  duties.  A  priori,  the  most 
relevant  explanatory  variable  vould  appear  to  be  non- agricultural  value 
added  and  in  fact  in  the  regressions  themselves  (V  -  \)  proved  to 
provide  better  explanatory  pover  than  V.  We  estimated  T  &3  a  linear 
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log  function  and,  at  the  suggestion  of  the  State  Planning  Organization, 
vc  use  the  period  1954-1963  as  our  sample  observations,  Thus  ve  have 


“  1,1,1  VS1 '»«««)*• 

By  far  the  major  portion  of  in  1963  was  in  the  form  of 
personal  and  corporate  income  taxes,  the  former  equal  to  63$  and  the 
latter  12$.  The  percentage  supplied  by  the  new  agricultural  income  tax 
is  insignificant  (less  than  1$)  and  the  pro jections  to  1966  do  not  suggest 
a  very  large  improvement  in  the  relative  importance  of  this  source. 

Thus  for  Ta  we  use  again  (V  -  V-^)  as  our  explanatory  variable  and 
consider  the  period  beginning  1952  when  the  income  tax  received  its 
major  implementation.  Tims  we  estimate  here  that 

(3d)  Td  =  Td  (1.  +  1 . 1044  V  ,  \t  r?..  op7 

(.O39>0  2 3^5678)  ,  15  -  '5b7- 


It  should  be  noted,  however,  that  considerable  progress  has  been 
made  in  recent  years  to  improve  the  tax  base  and  its  flexibility. 
Furthermore,  this  new  tax  legislation  has  already  had  some  impact  in 
increasing  the  relative  levels  of  T  and  T1.  It  is  impossible  to 
estimate  the  permanence  of  these  shifts  and  their  magnitude  until  more 
data  are  available .  It  does  suggest,  however,  that  our  projections  of 
S  into  the  future  may  be  too  low. 

The  combined  savings  of  the  private  business  sector,  households, 
and  state  enterprises  remains  for  us  to  estimate.  Initially  we  attempted 


"N 
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tvo  alternative  linear  relations  where  S°  was  regressed  on  V  and  (V  -  Vi) . 
The  justification  for  expecting  a  better  fit  when  S°  was  related  to  non- 
agri cultural  value  added  is  simply  that  the  largest  share  of  household 
savings  (and  savings  of  the  state  enterprises)  usually  finds  its  source 
in  the  urban  sector  of  the  econony  and  thus  in  the  value  added  of  the 
non- agricultural  sector.  In  fact,  a  significantly  better  fit  appeared 
when  S°  was  related  to  total  value  added.  In  final  form  the  estimated 
relationship  is: 

(3e)  S°  =  -142.7  +  .0743  V  -  T1  -  Td,  R2  =  .9°3, 

(.0046) 


where  total  current  government  revenue  is  subtracted  from  total  value 
added.  The  coefficients  were  estimated  using  the  time  period  1951-1962 
and  the  intercept  is  in  millions  of  TL. 

In  summary  form,  equations  (3&),  (3b),  (3c),  (3d),  and  (3e) 
can  be  aggregated  into  an  over  all  savings  function. 

S  =  Sd  +  (Td  +  T1)  -  (G*  +  Gndf)  +  S° 
or  (3f)  S  =  Sd  +  .254[lf  -  IfJ+  S°  +  .0743  [(V-T^  "T1)  -  ] 

+  Td  (1  +  1.1044  r2345gT8)t  +  T1  (1  +.9238 
-  5  (1  +  rg)*, 

where  r  is  set  alternatively  equal. to  .035  and  ry. 

O 

Tie  marginal  savings  rate  inherent  in  these  estimated  relationships 

.  ../ 

is  not  independent  of  assumed  growth  rates.  The  marginal  savings  ratio 
varies  with  both  assumptions  regarding  r_  and  those  regarding  future 

sectoral  growth  patterns.  In  all  cases,  however,  the  marginal  savings 
ratio  exceeds  substantially  the  average  savings  ratio  in  the  case  period 

(13.1  percent).  Nevertheless,  under  only  one  set  of  assumptions  does 
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the  future  marginal  savings  ratio  reach  or  exceed  the  Plan  rate  of 
28  percent:  under  the  most  optimistic  conditions  (Plan  growth  rates 
and  government  "austerity*'  in  current  expenditures)  the  marginal 
savings  rate  is  computed  as  29-1  percent.  The  implication  of  these 
remarks  is  that  the  coefficients  of  our  tax  revenue  functions  must 
be  raised  considerably  by  recent  tax  legislation  in  order  to  provide 
support  for  the  optimism  of  the  Plan. 

4.  The  Import  Function 

It  has  been  pointed  out  elsewhere  (Vanek,  A_Case — Study  .in 
De ve 1 opment  Analysis:  Future  Foreign  Resource  Requirements  of .Colombia ) 
that  our  import  function  should  exclude  interest  on  the  public  debt. 
Financing  of  balance  of  payments  deficits  and  considerations  regarding 
debt  and  amortization  enter  explicitly  in  the  estimation  procedure. 
These  elements  of  the  current  account  will  be  estimated  after  we  have 
used  the  model  to  project  all  other  components  of  the  balance  of 
payments  and  the  net  deficit.  Thus  our  import  function  explains  all 
imports  on  current  account  except  interest  on  the  public  debt  and 

where,  commodity  imports  are  valued  c.i.f. 

After  some  experimentation,  It  seemed  wisest  to  disaggregate 

Turkish  imports  into  the  following  components: 


where 


M  =  M 
MC"fe 

M** 

fu 

M 


M 


bin 


M 


M 


em 


C”fe  +  M**  +  hf11  +  Mbm  +  M°  +  MeiU  +  MS, 

=  imports  of  chemicals  less  fertilizers  (c.i.f.), 

=  imports  of  raw  materials  (c.i.f.) , 

=  imports  of  fuels  (c.i.f.), 

=  imports  of  base  metals  (c.i.f.), 

=  imports  of  machinery  and  equipment  including 
transportation  equipment  (c.i.f.), 

=  all  other  commodity  imports  (c.i.f.), 

=  imports  of  services  excluding  interest  on 
the  public  debt  and  insurance  and  freight 
charges  (since  commodity  imports  are  valued 

c.i.f.) . 


After  several  false  starts,  a  common  estimation  procedure  was 
adopted  for  all  the  import  components  but  M  and  M  .  Commodity  import 
values  in  dollars  were  deflated  by  an  appropriate  index  of  U.S.  export 
prices  (e.g.,  imports  of  raw  materials  were  deflated  by  an  index  of 
prices  of  U.S.  exports  of  raw  materials--see  World  Trade  Information 
Service) .  Imports  in  constant  U.S.  dollars  were  then  converted  into  TL 
by  applying  the  base  year  official  exchange  rate  (l  U.S.  $  =  9  T.L.). 
Each  M*-  was  then  related  to  value  added  (  in  1961  prices  )  in  the  appro¬ 
priate  consuming  sectors  of  the  Turkish  economy. 

Before  describing  the  estimated  import  functions,  it  should  be 
noted  that  Turkey  has  undergone  a  variety  of  experience  in  the  recent 
fifteen  years  regarding  import  restrictions.  The  earlier  years  of  the 
1950's  were  ones  of  relative  freedom  while  the  later  ones  were  ones  of 


increasing  controls  and  restrictions.  Variation  in  these  institutional 
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constraints  make  the  problem  of  estimation  somewhat  difficult.  In  the 


case  of  M°,  we  rrake  the  distinctions  quite  clear  since  the  influence  of 
commercial  policy  has  fallen  most  heavily  on  this  component  (consumer 
durables  and  fertilizers).  Vie  find  the  discontinuity  centered  on 
1955-56  with  the  inauguration  of  sharp  changes  in  commercial  policy. 

Over  the  period  1951-55 >  the  ratio  of  to  V  remains  fairly  stable  but 
at  a  far  higher  level  than  is  the  case  between  195&  and  19&1  when  im¬ 
port  restrictions  become  especially  severe.  Since  the  import  coefficient 
does  not  exhibit  any  trend  within  either  of  these  two  stages  of  Turkish 
post-war  development  we  have  assumed  as  much  in  our  projections:  our 
function  takes  the  form 


M°  =  &  V 


In  the  projections  which  follow  we  make  two  alternative  assumptions 
regarding  the  value  of  Under  conditions  of  continued  foreign  exchange 
control,  typical  of  the  period  since  195&,  we  estimate: 


M°  =  .022  V 


(4a) 


while  as  a  less  likely  alternative  we  project  import  demands  for  consumer 
goods  under  free  market  conditions  (1951-55 )> 


I-f3  =  .043  V 


(4a') 


It  should  be  clear  that  fluctuations  in  M°/V  can  be  represented  as  a 


policy  parameter  and  (4a)  should  not  be  treated  as  an  inflexible  limit. 

On  the  contrary,  given  Turkish  difficulties  with  export  expansion,  lagging 


implementing  commercial  policy:  M°/v  my  thus  decline  far  below  the 
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level  implied  by  (4a).  Nevertheless,  in  our  projections  we  retain  the 

estimated  relationships  as  they  appear  in  (4a)  and  (4a1 )• 

The  historical  behavior  of  raw  material  imports,  M  ,  and  chemical 
(less  fertilizer)  imports,  MC  xe,  is  quite  similar  to  that  oi  h  .  Since 
the  manufacturing  sector  is  the  major  source  of  demand  for  these  two 
import  types,  we  relate  them  both  to  V^.  No  trend  is  apparent  within 
the  two  periods  and  we  have  assumed  that  the  stability  of  the  import  co¬ 
efficients  will  hold  in  the  future.  Appealing  to  empirical  observations 
of  the  roost  recent  period,  we  have: 


and 


(4b) 

(4c) 


Mr  =  .036  V34 
Mc-fe  -  .054  V3U> 


Fuel  imports  are  int errBdiate  inputs  relevant  to  sectors  3  and  4 
(manufacturing),  5  (electricity,  gas  and  water)  and  7  (transportation 
and  communications).  The  import  coefficient  here  has  been  relatively 
constant  throughout  the  period  since  1951*  Given  the  difficulty  of  making 
intelligent  projections  of  future  domestic  fuel  supply,  here  too  we  have 
anticipated  no  change  in  the  import  coefficient  over  the  next  decade. 

(ltd)  Mfu  =  .043  V3457- 

In  the  same  fashion,  we  have  estimated  our  import  function  for 

/ 

base  metals  as: 

(4e)  tf"  =  -039  V346^ 


where  base  rratal  imports  are  treated  as  inputs  of  sectors  3  4 

(manu  zi  irii  l)  and  6  (coi  s  !  action).  It  si  -  ild  be  empl  si:  ed  that 
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this  relationship  excludes  the  possibility  of  import  substitution  (a 
reduction  in  the  import  coefficient)  in  base  metals.  This  does  not  seem 
unrealistic  if  immediate  past  experience  is  any  Judge.  The  paucity  of 
data  makes  any  other  assumption  difficult  to  defend.  Nevertheless,  we 
might  have  used  the  rate  of  growth  of  as  a  proxy  for  the  rate 
growth  of  steel  mill  output.  It  is  true  that  some  studies  have  attempted 


to  project  future  demand  and  supp3.y  for  metal  products  in  Turkey  but  they 
are  extrememly  rough  at  best.  For  these  reasons,  we  leave  the  task  of 
including  potential  import  substitution  in  base  metals  to  future  re¬ 
visions  pending  the  appearance  of  core  adequate  data. 

Import  substitution  is  clearly  possible,  and  is  planned,  in  the 
capital  goods  sector.  In  fact  the  estimation  problems  for  this  sector 
are  less  difficult  and  data  more  generously  available  than  in  the  case  of 
base  metals .  In  formulating  our  import  demand  function  for  machinery  and 
equipment,  we  want  to  derive  a  relationship  which  includes  both  the  pro- 
jected  future  demands  for  capital  goods  as  well  as  potential  future 
domestic  supply.  As  a  measure  of  future  demands  for  capital  goods  ve 
already  have  estimated  a  function  explaining  investment  requirements 
in  machinery  and  equipment  (2c).  We  also  have  available  historical 
infornBtion  covering  the  period  since  1950  regarding  the  gross  value  of 
domestic  capital  goods  output  (Gurtan,  A  Report  on  Studies  Concerning 
the  Correction  and  St  nd  di gat ion  of  Investment  Accounts) *  Although 
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it  is  the  gross  value  of  domestic  capital  goods  output  with  wnich  we  are 
concerned,  rather  than  value  added,  some  benefit  might  be  obtained  by 
rewriting  our  function  in  a  form  equivalent  to  that  used  in  other  country 
studies  pursued  as  part  of  the  summer  research  project.  In  order  to  do 
so  x;e  have  assumed  a  constant  ratio  of  gross  output  to  value  added  in  the 
domestic  capital  goods  sector  equal  to  2.  (This  figure  is  borrowed  from 
the  Colombian  and  Indian  studies  where  in  the  former  the  ratio  ranges 
between  1.94  and  2.25  while  in  the  latter  the  figure  is  given  as  2.)  Thus 


we  can  write  our  import  demand  function  for  imports  of  machinery  and 
equipment  asS 

(4f)  h  =  2.320  r 234567  ^234567^  +  r 2345^  “  2,0  V3* 

The  projection  of  into  the  future  may  itself  prove  a  serious  problem. 

To  assume  that  Turkey  continues  to  enjoy  a  rate  of  groxvth  in  equal  to 

16. 4$  (this  in  fact  has  been  the  rate  of  growth  in  the  domestic  capital 
goods  sector  since  1951  —  the  Plan  projects  a  rate  of  growth  of  approximately 
36 'jo)  is  to  assume  that  Turkey  becomes  a  net  exporter  of  capital  goods  by 
1975.*  Although  other  developing  nations  have  been  able  to  attain  rates 
of  growth  in  exceeding  by  far  16.4$,  the  Turkish  Plan  estimate  of 
36$  still  seems  unrealistic.  If  the  most  recent  Plan  experience  is  at 
all  relevant  it  would  suggest  support  for  this  contention  since  the  level 


of  Plan  implementation  in  the  machinery  and  chemical  sector  has  been  the 

poorest  recorded  (2 5$  implementation  rate  for  1962/63  as  compared  to  an 


82  overall  Plan  rate) 


r_  : 

1 1 1  at 


the  exponential  rate 


of 


l6*4$  implies  no 


If  all  other  sectors  grow  at  historical  rates  toos  under  planned 
sectoral  growth  rates  the  statement  does  not  hold. 
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net  imports  of  machinery  and  equipment  by  1975  (under  historical  growth 
rates  of  V^)  should  not  be  justification  for  rejecting  the  assumption  of 
r^  =  .164  out  of  hand.  Turkey  my  be  by  then  in  a  position  to  export  un¬ 
sophisticated  producer's  goods  while  still  importing  the  more  complex  and 
capital  intensive  producer's  goods. 

Nevertheless,  as  a  less  optimistic  alternative  we  might  project 
linearly  into  the  future.  In  that  case  we  would  write  our  function 
explaining  future  domestic  supply  of  capital  goods  as: 

V3  -  73.7  +  26.6  t, 

where  is  valued  in  1961  factor  cost  prices  (  and  the  figures  are  in 
millions  of  TL  and  t  -  9  “  19&)).  In  fact  the  projections  will  involve 
the  use  of  both  of  these  alternative  assumptions  with  the  ttfuth  lying 
somewhere  between. 

We  are  left  with  imports  of  services  (M8)  to  explain  (recall 
that  14s  excludes  interest  on  the  public  debt,  freight  and  insurance 
charges).  Disaggregation  of  if  into  more  detailed  components  seemed  un¬ 
promising  for  at  least  two  reasons.  First,  imports  of  services  have  been 

% 

a  relatively  snail  proportion  of  total  imports  over  the  past  decade  — 
averaging  about  13  percent- -especially  so  given  that  it  contains  such 

diverse  conponents.  Second,  we  would  again  be  faced  with  the  problem  of 

/ 

data  availability  in  explaining  such  components  as  earnings  on  private 
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foreign  investment.  M°  has  been  growing  at  a  rate  exceeding  that  of  GDP  or 

national  income.  A  large  part  of  that  growth  has  been  due  to  both  a  rapid 

expansion  of  expenditures  on  travel  and  increased  earnings  from  foreign 

s 

investments  in  Turkey.  It  seems  more  correct  to  express  M  as  a  function 

of  non-agricultural  value  added.  Utilizing  the  sum  of  Turkey's  experience 

since  195-1;  we  have  estimated: 

(4g)  M8  =  Ff5  +  .0571  [(V  -  V, )  -  (v  -  y, )  1  R2  =  .716. 

(.0120) 

In  summary  form,  the  disaggregated  import  functions  can  be 
grouped  into  an  overall  import  demand  equation: 

M  =  MC“fe  +  Mr  +  Mfu  +  Mbm  +  M°  +  Ms  + 
or  (4h)  M  =  .090  V34  +  .043  V345T  +  .039  V346  +  &  V  +  Ms 

+  .057l[(V  -  Vx)  -  (V  -  vp] 

+  2.320  r2^£j  '-'234567  a  +  r234 567 "  2-0  V3’ 

where  &  is  set  alternatively  equal  to  .022  and  .0^3. 

5.  The  Export  Function 

Relative  to  other  nations  at  similar  levels  of  development, 

Turkey's  export  bundle  is  fairly  well  diversified  although  the  bulk  finds 
its  source  in  either  the  agricultural  or  raining  sectors.  Greece  and 
Egypt,  not  to  mention  the  Latin  American  republics,  have  far  higher 
coefficients  of  commodity  export  concentration  than  does  Turkey.  From 
this  point  of  view  the  estimation  of  the  export  function  can  become 
considerably  complex  since  we  must  disaggregate  exports  into  a  number  of 
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verse  components .  On  the  other  hand,  very  fc  -j  of  Turkey’s  major  exports 
e ,  at  present,  intermediate  products  which  have  rapidly  growing  domestic 
mands  (with  cotton  the  possible  exception).  Thus  the  controlling  factors 
come  internal  supply  ana  foreign  demand  with  internal  demand  conditions 
legated  to  a  minor  role.  In  some  cases  domestic  supply  constraints  are 
viously  crucial,  as  with  cotton  and  tobacco  production.  In  most  instances, 
wever ,  domestic  supply  is  potentially  quite  elastic  as  in  the  case  of 
ssn  fruits  and  nuts,  dried  fruits  or  tourism.  To  further  complicate  our 
timation  proolem,  a]. though  Turkey  is  a  small  nation  whose  exports  are 
Latively  diverse,  she  is  not  a  marginal  supplier  in  all  her  products, 
the  contrary ,  she  would  appear  to  be  a  marginal  exporter  only  in  cotton 
i  fresh  fruits.  Foreign  demand  conditions  therefore  become  major 
istraints  facing  exports  in  figs  and  raisins,  hazelnuts,  chrome  and 
"ome  concentrates,  and  tobacco. 

The  export  function  estimated  here  is  relatively  unsophisticated 
ice  it  is  primarily  based  upon  rough  projections  of  future  conditions 


world  markets  or  past  performance  in  domestic  supply.  In  any  case, 

!  reader  will  find  little  in  the  pages  following  to  revise  our  conventional 
;simistic  notions  regarding  Turkey's  immediate  export  prospects.  Before 
'key’s  export  problems  can  significantly  .diminish  the  composition  of  the 
’ort  bundle  must  undergo  significant  change.  Perhaps  by  1970  the  composition 
1  have  been  significantly  redistributed  so  that  the  rapidly  expanding 
ponents  will  receive  heavier  weight  and  have  a  major  impact  upon  total 
or^s.  Between  1951  a.nd  1959 >  however,  the  export  bundle  became,  if 
thing,  more,  not  less,  concentrated  (see  G.  Kansu,  ’'Concentration  of 
eign  iraae  with  Special  Reference  to  Turkey,”  Planning  in  Turkey,  Ankara, 

4). 
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After  some  deliberation  we  have  settled  upon  seven  relatively 
homogeneous  export  classes  in  estimating  the  export  function: 

E  =  Ec  +  E‘Ll  +  E0^  +  En  +  ECn  +  E°  +  Es, 
cotton  exports, 
tobacco  exports, 

dried  fruit  (mainly  figs  and  raisins)  exports, 

fresh  fruits  and  nuts  (especially  hazelnuts) 
exports , 

chrome  and  chrome  concentrates  exports 
all  other  commodity  exports, 
exports  of  services, 

and  vhere  all  commodity  exports  are  valued  f.o.b.  The  choice  01  tms 
disaggregation  becomes  clear  with  an  examination  of  the  component 
export  commodity  shares  for  the  years  after  1959-  In  196°  cotton  export 
earnings  were  1 4.4$  of  total  exports;  dried  fruit,  9-3$J  fresh  fruits  and 
nuts,  14.9$;  tobacco,  20.4$;  chrome  and  chrome  concentrates,  3*6$;  the 
sum  of  all  other  commodity  exports,  37-4$.  One  or  two  commodity  exports 
which  are  included  in  the  E°  component,  and  which  appear  to  be  relatively 
important  in  the  i960  composition,  have  been  excluded  from  detailed 
examination  since  they  are  only  transitory  and  should  disappear  with  the 
government's  adoption  of  a  more  rational  pricing  policy. 

An  unqualified  acceptance  of  past  trends  as  a  basis  of  future 

projections  is  clearly  out  of  the  question  in  the  ease  of  Turkey. 


where 


E 


ET  = 


E 


df 


E 


n 


E 


ch 


E 


o 


E 
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Turkish  exports  declined  from  their  Korean  War  peak  and  became  relatively 
stagnant  up  to  the  late  1950's;  only  with  price  stabilization  and  devalu¬ 
ation  have  they  reached  or  exceeded  those  early  heights.  We  have  in  most 
cases  depended  jointly  upon  three  basic  sources  of  information  in  making 
projections  of  future  exports  earnings.  The  first  is  an  examination  of 
historical  growth  rates  of  the  export  components  since  the  mid-1950's. 

The  second  involves  the  qualified  use  of  Plan  projections  of  future  pro¬ 
duction  of  the  major  export  items.  The  third  relies  on  the  implications 
of  Balassa's  estimates  of  future  commodity  import  demands,  (it  should  be 
noted  that  Turkey  is  included,  unfortunately  for  our  purposes,  among  the 
industrialized  Western  European  nations  in  Balassa's  projections:  see  B. 
Balassa,  Trade  Prospects  for  Developing  Countries) . 

The  more  general  form  of  the  export  function  should  be  written 


as : 


E1  =  E1  (1  +  r1)1, 

where  E1  is  export  value  of  the  good  i  in  the  base  year,  P^  is  the  price 

i 

index  in  the  year  t  relative  to  the  base  year  =  1.00,  and  r  is  the 
rate  of  growth  of  quantum  exports  of  the  good  i.  We  have  already  explained 
our  apparent  disregard  of  domestic  demand.  Given  the  crude  nature  of 
our  projections  and  given  that  Balassa's  figures  are  in  export  values, 
this  form  does  not  appear  to  be  as  useful  as  an  even  simpler  one  written  as 


E1  =  E1  (l  +r1) 

where  the  E's  are  defined  as  above  but  r^ 

earnings  attributable  to  the  commodity  i. 


is  the  rate  of  growth  of  export 

This  is  the  form  we  have  used 
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throughout.  (in  'computing  historical  rates  of  growth,  we  express  the 
export  components  in  U.S.  $.) 

Balassa's  estimates  of  future  rates  of  growth  in  the  developed 
countries'  imports  of  cotton  (in  current  values)  is  likely  to  be  less 
relevant  given  Turkey's  position  as  a  marginal  supplier.  Nevertheless, 
we  present  his  estimates  for  comparison.  For  the  developed  countries  as 
a  group,  r  ranges  beti%reen  .016  and  .024,  while  for  Western  Europe  the 
range  is  lower  (due  in  part  to  Turkish  intra-exports),  between  .010  and 
.019.  The  Plan,  on  the  other  hand,  projects  a  very  rapid  increase  in 
both  cotton  production  and  quantum  exports.  Exports  have  a  planned 
increase  of  approximately  6.5$  while  since  1955  cotton  export  values  have 
increased  at  an  average  rate  of  5»6%s  the  1962  level  is  still  below  that 
of  the  1953  peak  however.  If  we  accept  Balassa's  assumption  of  a  decline 
in  cotton  export  prices  of  about  6-7 %  by  1975 >  then  the  projected  Plan 
quantum  figure  comes  closer  to  6.0 %  in  terms  of  cotton  export  revenue. 
This  estimate  seems  somewhat  optimistic  given  that  Turkey  has  been  able 
to  generate  a  growth  rate  in  cotton  export  revenue  since  1955  of  only 
5.6 %.  It  seems  especially  optimistic  given  that  the  growth  rate  of  5*6$ 
was  attained  while  recovering  the  Korean  War  peak  and  given  that  future 
cotton  expansion  will  require  significant  investments  in  irrigation. 

In  the  projections  we  have  assumed  a  rate  of  4.5%  although  we  recognize 
shat  this  may  underestimate  the  performance  of  the  First  Five  Year  Plan 
(the  growth  has  continued  rapid  between  1962  and  estimated  1964).  Thus 


h  a  v  f:  - 


(5a)  E 


=  E 


(1  + 


C\t 
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Tobacco  exports  present  us  with  more  difficult  estimation 
problems  since  supply  limits  are  more  severe.  Turkey  has  already  begun 
to  use  marginal  lands  exhibiting  inferior  yields  for  tobacco  production. 
In  fact  the  Plan  realistically  projects  a  rate  of  growth  of  quantum 
tobacco  exports  of  only  0.8$>»  Balassa  estimates  a  range  for  Western 
Europe  import  demands  lying  between  2.7 1°  and  3 •6/’°  per  annum  and,  somewhat 
in  conflict  with  other  evidence,  does  not  foresee  any  major  change  in 
the  Greek  and  Turkish  share  in  the  Common  Market’s  projected  consumption. 
In  the  decade  of  the  1950 1 s  there  has  been  a  trend  rate  of  growth  in 
Doth  quantum  and  value  exports  not  fan  different  from  zero.  Given  the 


possibility  of  long  range  price  improvements  we  have: 
(5b)  ET  =  ET  (1  +  rT)\ 


T 


where  r  =  .010. 

Balassa' s  estimates  for  the  rate  of  growth  of  imports  of  dried 
fruits  paints  a  far  brighter  picture  for  Turkey  than  is  the  case  for 
tobacco  export  revenues.  He  foresees  rather  rapid  increasing  demands 
for  such  products:  the  range  of  rates  of  growth  of  import  values  are 
+  •51°  to  5*3 1°  tor  Western  Europe  and  4.5 1°  to  5*5$  for  the  developed  nations 
as  a  group.  However,  a  large  portion  of  this  increase  is  to  take  place 
Ln  preserved  fruits  and  fruit  preparations  rather  than  dried  fruits. 

Fhe  export  target  of  the  Plan  is  3*8$  per  annum  while  since  1950  Ea  has 


grown  at  a  rate  of  approximately  5*< 


Given  a  mild  shift  into  preserved 


/ 


4f 


fruit  and  fruit  preparations  and  given  the  mild  retardation  in  E 
oetween  1961  and  the  1964  estimate,  we  take  for  our  projection  a  figure 

Lying  between  Balassa 's  lower  bound  and  the  planned  rate: 


df  "df 


JU  o 


(9c)  E  "  E  (1  +  r  )  , 


d: 


wherry  r 


OJnO 
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Balassa's  projections  for  fresh  fruits  and  nuts  are  much  lesj 
useful  since  hazelnuts  dominate  this  export  class  in  Turkey  while  fresh 
fruits  loom  latest  in  Balassa’s  projections.  To  further  reduce  the 
usefulness  of  Balass's  projections,  Turkey  is  a  marginal  supplier  of  fresh 
fruits  to  the  European  market.  Balass's  research  does  not  project  future 
price  variations  in  this  export  component  but  given  that  Turkey  supplies 
approximately  75~^^$  of  the  world  market  in  hazelnuts  continued  rapid 
expansion  in  En  may  continue  to  depress  prices.  The  plan  makes  rather 
optimistic  projections  of  quantum  experts  in  the  neighborhood  of  6. 91. 
This  assumption  does  not  appear  unwarranted  given  that  historically  E 
has  grown  at  the  rate  of  3.0.8$.  In  the  face  of  a  3-ixely  decline  in 
hazelnut  prices,  rate  of  growth  of  7.0$  seems  most  probable  and  is  not 
very  different  from  that  being  used  in  projections  by  many  OECD  experts. 
Thus,  we  estimate  that 

(5d)  En  =  En  (l  +  rn)t,  where  rn  =  .070. 

Turkey’s  experience  in  the  1950's  with  the  exports  of  chrome  and 

chrome  concentrates  (as  with  other  mineral  exports)  has  been  especially 

disappointing  and  the  most  recent  behavior  of  this  component  has  been  no 

oli. 

better.  On  the  contrary,  export  revenues  derived  from  E  have 
continued  their  declining  trend  which  began  after  the  Korean  War  peak. 

As  a  result,  Turkey's  share  in  the  world  market  has  continued  to  decline 
while  the  Russian  and  Rhodesian  shares  have  increased.  Russian  export 


policies  are  unlikely  to  change  in  the  future  and  the  United  States  barter 

agreement  has  failed.  In  the  face  of  this  depressing  evidence  the  planned 
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target  of  5.1%  per  annum  seems  grossly  unrealistic.  Even  possible 
changes  in  Turkish  transportation  costs  are  unlikely  to  accelerate 
greatly  the  future  growth  of  Ech.  As  a  result  vie  have  projected  a 
rate  which  closely  agrees  with  the  current  opinions  of  Turkish  and 
OECD  economists!: 


(5e)  Eoh  =  Ech  (1  +  , 


ch 


where  r  =  .010. 

The  composition  of  E°  is  quite  diverse.  Between  1951-61.  this 
ca uchall  component  exhibits  a  negative  rate  of  growth.  For  the  period 
since  the  Korean  War  peak,  E°  has  been  growing  at  the  very  modest  rate 
of  1.2$.  The  rate  of  growth  of  this  export  component  has  accelerated, 
however,  in  recent  years.  Cereals,  sugar  and  minerals  other  than 
chromium  show  little  in  the  form  of  future  export  possibilities.  Livestock 


exports  are  likely  to  undergo  only  moderate  growth.  On  the  other  hand, 
petroleum  and  petroleum  products  show  great  promise  which  has  been  partially 
confirmed  by  the  rapid  expansion  between  196 1  and  the  first  half  of  1964. 
Manufactured  products,  a  small  component,  can  be  expected  to  reveal  little 
significant  promise  until  Turkey  reaches  the  level  of  industrialization 
and  diversification  attained  already  by  Greece  and  Yugoslavia.  It 
would  appear  that  Turkey  needs  more  experience  in  import  subsititution 
before  she  can  become  a  significant  competitor  in  unsophisticated 
manuiactured  products  or  in  processed  industrial  raw  materials.  On 
balance,  therefore,  E°  has  only  modest  export  possibilities  until  the 
early  1970’s  when  it  may  become  a  dynamic  source  of  commodity  export  growth. 


. 


Vie  have  assumed  that  the  most  recent  mild  upward  shift  in  E°  growth  will 
be  sustained  in  the  future  and  that: 

(5f)  E°  =  E°  (1  Jc  r°)t  ,  where  r°  =  .030. 

The  rate  of  growth  of  service  exports  is  one  of  the  few  components 
in  the  Turkish  export  bundle  which  has  undergone  rapid  growth  throughout 
the  decade  of  the  1950 ’s  and  early  1960's.  A  part  of  this  increase  is 
due  to  increased  government  sales  in  the  form  of  offshore  purchases. 
Nevertheless  other  components  have  increased  rapidly  as  well,  most  notably 
tourism.  The  overall  rate  of  growth  of  ES  has  been  13*^  hut  the  latter 
portion  of  our  period  of  observation  reveals  considerable  retardation. 

It  does  not  seem  likely  that  government  exports  of  services  will  continue 
at  the  rapid  rate  of  the  past  but  tourism  has  excellent  possibilities  and 
is  emphasized  in  the  Plan.  (In  fact  1.5  percent  of  the  planned  investment 
is  allocated  to  tourism  over  the  five  year  period).  As  a  result  we  have 
assumed  in  our  projections  a  rate  of  growth  of  8.^°/o.  Thus  we  have: 

(5g)  Es  =  Es  (l  +  rS )t,  where  rS  =  .O85. 

In  summary  form,  equations  (5a),  (5b),  (5c),  (5d) ,  (5e)j  (5f)>  and 
(5g)  can  be  aggregated  into  an  overall  export  function  where: 

E  =  EC  +  ET  +  Edf  +  En  .+  E°  +  ES  , 

E  =  E°  (1.0451  +  ET  (l.Olof  +  Edf  (1.040!  +  En  (1.070! 

+  Ech  (l.oio!  +  E°  (I.030!  +  Es  (I.O85!  . 

Some  of  the  implications  of  these  assumed  export  functions 

should  be  obvious  but  emphasis  might  still  prove  helpful  .  We  have 
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Dnstructed  a.  table  below  which  indicates  the  impact  of  the^e 
Aggregated  growth  patterns  upon  the  composition  of  the  future  export 

indie. 


I960 

mi 

E^SE1 

25.1 

40.0 

E1/5S1-Es: 

EC 

15.3 

17-3 

et 

22.9 

15.6 

8.0 

8.4 

En 

14.5 

23.5 

Ech 

3.4 

2.3 

E° 

36.0 

32.9 

The  major  shifts  in  the  export  composition  are  the  increased 
service  share  along  with  the  declining  importance  of  tobacco  and 
.nc re a sing  importance  of  fresh  fruits  and  nuts. 

The  overall  export  growth  rate  which  these  functions  project 
iccelerates  over  time:  betxreen  I960  and  19^5  total  exports  grow  at  a 
rate  equal  to  .047  while  the  historical  growth  in  V  is  projected  at  .050 
'or  the  same  period;  between  19&5  and  1970,  the  two  growth  rates  con^eige 
it  .051;  between  1970  and  1975  *  export  growth  exceeds  that  of  V  where 
the  former  is  .055  and  the  latter  .052.  This  suggests  an  eventual 
Improvement  in  export  potential  towards  the  end  of  our  projected  period 
^specially  so  given  the  likely  increased  potential  in  E  by  the  early 
1970's. 


It  should  be  stressed,  however,  that  the  growth  in  commodity 
exports  is  very  unimpressive:  for  1960-65,  .035;  1965-70,  .037; 

1970-75,  .039.  If  our  assumptions  regarding  the  future  rapid  gro^rth  of 
E°  are  wide  of  the  mark,  then  the  future. of  Turkish  exports  is  all  the 
more  unpromising  until  she  can  gain  experience  in  domestic  import 
substitution  and  apply  this  experience  to  the  export  of  manufactures 
and  processed  natural  resource  items. 

6.  Future  Workers 1  Remittances 

The  conventional  procedure  in  the  projections  of  the  1964  Summer 
Research  Project  has  been  to  estimate  only  the  balance  of  payments  gap 
(M-X)  surplus  or  deficit  on  current  account- -leaving  the  question  of  means 
of  finance  as  a  separate  issue.  In  the  Turkey  study  we  have  made  no  at¬ 
tempt  to  predict  the  potential,  role  that  private  capital  might  play,  in 
the  form  of  direct  or  security  investment,  in  bridging  the  M-X  gap. 

Future  flows  of  workers '  remittances  as  a  source  of  foreign 
exchange  to  the  Turkish  econo ny  may  become  quite  significant.  Never¬ 
theless,  there  is  little  historical  evidence  upon  which  to  predict 

this  credit  component  of  the  balance  of  payments.  As  a  result,  we 

/ 

treat  the  problem  of  workers'  remittances  separately  in  this  section  and 
will  include  these  potential  flows  in  the  key  estimate  projections 

under  the  heading  "Capital  Flow  other  than  Public  Funds."  fin  this 
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:T6  'this  part  of  our  M~X  projections  can.  be  more  readily  revised  with 
accumulation  of  more  experience  regarding  their  expected  behavior « 

In  the  past  few  years*  the  migration  of  Turkish  unskilled  and 
L  “Skilled  labor  to  Was  tern  Europe  has  accelerated.  The  estimated  size 
the  Turkish  labor  force  in  Western  Europe  *  primarily  in  West  Germany 
Belgiw*  was  1*500  in  1961  e  In  1263  the  figure  had  reached  1*0*000 
Lg  the  estimated  1961;  level  lies  between  90*000-100*000  workers .  Based 
i  linear  extrapolations*  projections  by  AID  and  by  the  State  Planning 
mizauion  (SPO)  predict  a  level  of  500*000  by  1972 °  Thus  far*  the  impact 
'his  migration  upon,  net  foreign  exchange  earnings*  via  remittances,  has 
i  quite  small .  Some  remittances  are  being  made  to  Turkey  through  con- 
.•ional  banking  channels  but  a  much  larger  portion  of  the  migrants  savings 
;xp3ndsd  on  durable  goods  for  resale  in  Turkey  or  contributes  to  other 
s  of  ioreign  exchange  leakage  (see  A0D.  Redding*  Increasing  Foreign 

?  by  Turkish  Workers ,  A ID/Hi s  s  ion  Staff  P ape r *  J anus r y 

). 

Recognizing  these  remittances  as  a  pot-on tial  and  significant  source 
oreign  exchange  earnings*  the  Turkish  government  is  considering*  or  is  in 
process  Oj.  implore n uing  procedures  which  would  create  a  greater  inducement 
emittance  flow.  All  of  these  techniques  have,  of  course*  a  common  dsnomi- 
ri  setting  an  equivalent  exchange  rata  premium  on  such  remittances. 


C-iven  that  the  Turkish  government  will  indeed  make  a  serious  effort  in 
facilitating  these  flows,  we  have  accepted  the  AID/SPO  projections  as 
first  approximations.  These  estimates  suggest  a  level  of  workers'  re¬ 
mittances  of  20  million  dollars  by  1965,  110  million  dollars  by  1970,  and 
200  million  dollars  by  1975*  (This,  it  should  bo  noted,  would  amount  to 
about  one  quarter  of  Turkish  export  earnings  from  experts  of  ell  goods 
and  services).  It  should  be  re-emphasized,  however,  that  there  is  little 
or  no  historical  information  by  which  to  gauge  the  rough  accuracy  of  these 
projections.  They  can  only  be  treated  as  very  rough  measures  of  potential 
flows  and  should  be  revised  in  the  near  future  accordingly. 

7*  Surma  ry 


For  the  reader's  convenience  we  summarize  below  the  functions 
which  are  discussed  in  detail  in  other  sections  and  which  we  have  used 


in  making  our  projections. 

V  =  GDP  at  factor  cost  ,  i  =  1,  2  ....  8, 

and  the  are  the  value  added  in  the  following  sectors:  (l)  agriculture; 
(2)  mining  and  quarrying;  (3)  capital  goods  manufacturing;  (4)  non¬ 
capital  goods  manufacturing;  (5)  electricity,  gas  and  water;  (6)  con¬ 
struction;  (7)  transportation  and  communications;  (8)  all  other. 

The  rate  of  growth  of  the  i^  sector  or  commodity  export  is  given 
as  rn- ,  while  a  "bar"  over  a  variable  indicates  the  base  period.  The 
base  period  for  exports  and  its  components  is  the  average  for  I96O-6I;  in 

all  other  canes  the  base  year  refers  to  a  1959-61  average  where  the 

-\ 

variable  is  expressed  in  constant  prices. 
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Investment  (Gross  Domestic  Fixed): 


rem  rh  p  o 
[  +  i  +  r  +  i 


investment  in  housing 
(private  and  pub  Lie 
building  construction) 


Irn  =  -0^?  V ( 1+  r ) ^ 


other  gross  fixed  in¬ 
vestment  (mainly  public 
works) 


1°  =  .ol4  rVCl+r)1 


investment  in  machinery 
and  equipment 


Iem  =  2.320  r 


234567  V234567(l+r 


t 


23456 


zC  *7) 


investment  in  plant  (state 
and  private  construction 
of  commercial  and 
industrial  buildings')  IP  =  ,363  r 


V  (  (l+r  ) 

0  234578  234573 


Savings  (Gross  National) ; 


S  =  Sa  +  S°  +  (Td  +  T1)  -  (Gd?  +  Gndf) 


cl.  j 

depreciation  allowances  3  =  .254  (l  -  I  )  +  3a 


other  savings  (p  rivate 
businesses >  households, 
state  enterprises)  S°  = 


savings  out  of  current 
revenue  by  the  central 
government 


sg  = 


.071*3  C  (V-Ta-t)  -(V-T3-!1)  P+ 


d  i 


(T++)  -  (Gdtondf) 


current  government 
expenditures 


-  .  .  t 

G  =  G(l+r  )  ,  where 


{ 


r  =  .035 


r  £  r 


(r  -  rate  of  growth  of  current  government 

S  expenditures ;  r  =  rate  of  growth  of  GD?0) 

V 

direct  government  Lax 


A  d  •  , 


:es  T  '  -  T  (1+1.1044  r 


345678' 


t 


all  other  government  taxes  T1  =  T1  (1+.9238  r  )  “ 

2345678 
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Exports  of  Goods  and  Servt ces  (f.o.b.): 


o  T  df  n  ch  o  T  s 
E  =  E°  +  E  +  E  +  E  +  E  +  E  +  E 


cotton  exports 
tobacco  exports 

dried  fruits  exports 


E 


E  = 


df 


E 


Ec  (i+.o45)t 

“T  t 

E  (1+.010) 

-df  /  ,  Nt 

E  (l+.040) 


fresh  fruits  and 
nuts  exports 


En  =En(l+.OTO)t 


chrome  and  chrome  con¬ 
centrates  exports 


ECh  «ECh(l+.010)t 


other  commodity  exports  Eu  =  E°  (I-1-.030) 


,\t 


service  exports 


E6  =  E8(l+.o85)\ 


Imports  of  Goods  (c.i.f.)  and  Services: 


c-fe  r  um  u  cm  D 
M  =  M  +  M  +M  +M  +  M  +  M  +  M 


bin  o  em  s 


fu 


imports  of  chemicals  less 
fertilizers 

MC‘fe 

=  -054  V3lt 

1 

imports  of  raw  materials 

r 

M 

«  .036  v3k 

imports  of  fuels 

■  ^3  V3U5T 

imports  of  base  metals 

bm 

M 

-  -039  v3 46 

all  other  commodity 

imports 

M° 

=  .022  V 

or 

..0 

M 

=  .043  v 
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Imports  of  machinery  and  cm 

equipment  ^  ^  *  :r'Cl  r 


-c 

V  (l+r  )  -2V 

234567  234567  234567  3 


imports  of  services 


S  “S 


M 


=  M  ’+  .057lZ"’(  V-Vx)  -  (V-VjW' 


5  excludes  interest  on  the  public  debt.  Value  added  in  the  capital 
Dods  sector,  V  ,  is  given  in  the  linear  form  as: 

«  73*7  +  26.#* 

here  V  is  valued  in  19&-  factor  cost  prices  and  is  in  millions  of 

3 

L  (t  »  9  =  i960).  In  the  exponential  form,  is  written  as*. 


V  =  V  (l  +  .164)  . 
3  3 


TnUi&l  Conditions  and  Projected  Growth  ^tesj^jxogeno^ 
Variables 

la  the  key  estimates  which  follow  *  we  employ  the  estimated 

tauefcare  derived  in  sections  2-7  in  evaluating  investment,  savings, 

\ 

.exports  and  exports  and  the  corresponding  Investment -Savings  (i-S)  end 

ialance  of  Payments  (M-X)  gaps  for  1965,  1970  and  1975-  mere  are 
sixteen  such  key  estimates  which  cover  a- fairly  vide  range  of  possible 
ult creative a  facing  the  Turkish  economy.  These  alternative  projections 
result  from  variations  in  assumed  growth  performance  as  well  as  certain 

selected  parameters  • 

Eh  In  all  cases  following  this  introduction,  the  key  estimates  identined 


1/  See  Appendix  A  Below. 
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by  an  "H"  refer  to  projections  based  upon  rates  of  growth  of 
sectoral  value  added  implied  by  historical  experience.  These 


rates  are 

ri  = 

derived  from  an 

2.7  $ 

examination  of  the  period  1 951/53-195 9/6l. 

(agriculture) 

V2  ~ 

2  c  6$ 

(mining  and  quarrying) 

r3*T 

5 .  op 

(manufacturing) 

r5  = 

12.9# 

(electricity,  gas  and  water) 

r6 

5  c  6$ 

(construction) 

r7  = 

9.1$ 

(transportation  and  comrnni cations) 

r8  = 

6,6$ 

(all  other:  services). 

In  the  first  line  of  the  key  estimate  tables  we  indicate  the 
projected  overall  growth  rates  which  these  sectoral  growth  rates 
produce.  Over  the  decade  l$51-196l  the  rate  of  growth  of  i(=GDP) 
was  4.7 $:  from  I96O-I965  the  rate  is  5«0$J  from  1965-1970,  5*1 
and  from  1970-1975 >  5*21°°  This  appears  to  us  to  be  the  more 
reasonable  projection  of  future  Turkish  growth  performance  and 
Turkey's  experience  between  I96I-I963  seems  very  close  to  it  (if 
we  disregard  the  recent  unusual  bumper  crop  conditions  in  agri¬ 


culture)  .  Thus  our  histories!  projections  are  like l.?. 


:.o  oe  more 


relevant  for  policy  conclusions. 
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The  key  estimates  identified  by  a  "P"  refer  to  sectoral  growth  rates 


implied  in  the  First  Five  Year  Development  Plan,  1963-19^^  The 
computed  compound  rates  of  growth  by  sector  are  listed  below. 


2 

r3* 

rr 


(sectors  identified  as  above) 


7 

r8 

The  overall  growth  rates  that  these  sectoral  rates  imply  are  very  high 
and  seem  to  us  quite  unrealistic:  from  I96O-I965,  they  project  an 
overall  growth  rate  of  V  of  7*3$;  from  1965-1970,  7.5 dp\  and  from 
1970-1975,  7.7$.  These  estimates  seem  in  excess  of  the  capacities  of 
the  Turkish  economy,  especially  over  an  extended  period  of  fifteen  years, 
without  tremendous  inputs  of  foreign  aid  which  are  net  likely  to  be 
forth coming. 

Whatever  the  judgment,  it  seemed  a  valuable  exercise  to  project 
the  Plan  rates  and  attempt  to  determine  their  impact  upon  the  gaps. 

The  more  reasonable  growth  projections  based  upon  historical  experience 
suggest  a  respectable  rate  of  growth  of  per  capita  income  of  2.3 $  par 

annum  by  1975  (assuming  a  population  growth  rate  of  2.9$  continuing 
into  the  future). 


a.  The  lower  case  letter  identifies  those  projections  which  assume 


considerable  austerity  iri  the  Turkish  economy-~a  condition  less 

typical  of  the  decade  of  the  1950’s.  They  refer  to  optimistic 

savings  projections  which  assume  rapid  increases  in  S&  due  to 

restraint  on  the  rate  of  expansion  of  current  government  expenditures 

(r  =  3.5$,  or  a  rate  not  far  exceeding  that  of  population  growth). 

This  low  figure  for  r  seems  to  us  unlikely  but  is  included  only  to 

6 

show  its  impact  upon  the  marginal  savings  ratio. 

On  the  other  hand,,  we  make  the  more  reasonable  assumption  that  the 

Turkish  planners  will  be  successful  in  keeping  G  at  a  fixed  ratio 

to  V  or  that  r  =  r  .  This  set  of  projections  is  identified  by  a 
6  V 

lower  case  "c"  (cornucopia) .  This  alternative  assumption  is  more 
consistent  with  both  historical  experience  and  the  Plan. 

The  lower  case  "e"  refers  to  the  projected  performance  of  the 
domestic  capital  goods  sector.  Here  we  assume  that  continues 
to enjoy  an  exponential  growth  rate  based  upon  a  historical  rate 
(1951/53  -  1959/61)  equal  to  1 6.4$.  As  we  indicate  in  section  4, 
this  rate  is  an  optimistic  evaluation  of  the  capacities  of  the 
Turkish  economy  to  substitute  for  capital  goods  imports. 
Nevertheless,  the  rate  still  is  less  than  that  assumed  by  the 
Plan  and  given  that  our  model  does  not  allow  for  import  substitution 
in  base  metals,  the  overall  implication  of  the  key  estimates  e 
may  not  be  unrealistic  at  all. 
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-e?»  The  letter  "~i"  indicates  a  less  optimistic  assumption  concerning 


the  growth  performance  of  V,,  .  Here  we  project  V  linearly  into 

a  “3 - 

the  future,  "based  upon  the  historical  rate,  where  =  T3»T  +  26.6  t 
and  where  t  -  9  =  19^0  and.  is  valued  in  1961  prices  (millions  of  TL) . 
The  letter  "r"  refers  to  our  assumption  regarding  restrictions  on 
consumer  goods  Imports.  It  assumes  that  foreign  exchange  controls 
on  M°  will  continue  into  the  future  and  thus  projects  key  estimates 
by  using  (4a) . 


f .  The  letter  "f"  assumes  no  restrictions  on  M°  under  free  market 

conditions .  This  seems  an  unlikely  possibility  but  is  included 
simply  to  xaake  an  examination  of  its  impact  upon  the  (M-X)  gap 
possible.  Thus,  we  use  (4a’)  in  these  key  estimate  projections. 


In  summary,  we  might  indicate  what  we  feel  to  be  the  most  likely  set  of 
conditions  which  will  prevail  in  the  future.  Of  the  sixteen  possibilities, 
H-c-^-r  and  H-c-e-r  seem  the  most  relevant  key  estimates  for  policy 
conclusions.  Both  of  these  assume  historical  sectoral  growth  rates, 
continued  restrictions  on  consumer  goods  imports,  and  success  in  main¬ 
taining  current  government  expenditures  at  some  fixed  ratio  to  GDP.  The 
difference  lies  in  assumptions  about  import  substitution  in  the  capital 
goods  sector.  H-c-^-r  assumes  linear  growth  in  while  H-c-e-r  assumes 


an  exponential  rate. 


The  Base  Period  Data 


1.  Value  added  figures  are  averages  for  1959-61  in  196l  prices. 


V34 

V 

4 

*8 

GDP  =  V 


=  19,715  millions  of  Turkish  Lira 

=  801 

=  6,805  =  340 

361 

-  3,155 

=  3,900 

=  14,388 

=  49,075 


2.  The  following  aggregates  are  also  averages  for  1959~6l  in  1961  prices. 


-0 

s 

=  2,894 

-i 

T 

=  4,6lO 

-d 

-a 

S 

=  2,319 

T 

=  2,320 

!f 

=  7,690 

(V-T) 

=  42,168 

G  =  5,717 

3.  The  following  foreign  trade  data  are  averages  for  1960-61. 


-s 

M 

842 

-n 

E 

436 

EC  = 

459 

~ch 

E 

102 

-T 

E 

687 

-0 

E 

1,082 

-df 

E 

240 

-s 

E 

1,006. 
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Conclusions 


Some  of  the  sixteen  key  estimates  presented  below  are  clearly  more 
Lkely  than  others.  Two  of  the  projections  which  are  based  on  historical 
rowUi  rates  seem  especially  probable:  H-c-jg-r  and  H-c-e-r.  In  the  first 
Lace,  the  projected  plan  growth  rates  appear  to  be  beyond  the  present 
ipacities  of  the  Turkish  economy  and  thus  our  H  projections  assume  more 
clevance.  At  the  same  time,  it  does  not  appear  that  Turkish  planners  will 
5  able  to  maintain  the  degree  of  austerity  implied  by  our  "a"  projections. 
Lnally,  exchange  control  will  be  with  the  Turks  for  some  time  and  thus  our 
dw  estimates  of  M°  (the  "r"  key  estimates)  are  more  probable.  H-c-;2-r 
id  H-c-e-r  have  been  judged,  therefore,  as  being  most  representative  of 
iture  Turkish  performance. 

Among  the  key  estimates  projected  by  plan  growth  rates,  we  can 
Iso  single  out  two  that  appear  especially  reasonable  given  that  Plan  growth 
axes  are  indeed  achieved.  These  are  the  key  estimates  P-c-e-r  and  P-a-e-r. 

Dth  of  these  assume  continued  control  on  the  level  of  M°  and  project  the  rate 
f  growth  of  the  domestic  capital  goods  exponentially  (at  16.4 °jo) .  The  latter 
s sumption  would  appear  to  -be  more  defensible  given  that  Plan  growth  rates  are 
chieved.  We  might  first  note  that  in  all  sixteen  key  estimates  the  (M-X)  gap 

xceeds  the  (i-S)  gap  by  a  substantial  margin.  Turkey  does  appear  destined  to 

* 

emain  in  Phase  III  with  the  foreign  exchange  constraint  persisting  as  the 
ajcr  barrier  to  the  achievement  of  either  historical  or  planned  growth  rates. 

During  Phase  III  the  foreign  capital  assistance  requirements  of  a  country 
re  related  to  the  excess  of  its  imports  over  exports  (M-X  gap)  rather  than  the 
Life  recce  between  investment  and  savings  (i-S  gap)  .  For  a  more  detailed  explana- 
ion  see  Chenery  and  Strout,  Foreign  Assistance  and  Economic  Development,  A.I.B. 
iscussion  Paper  No.  7 
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A 

On  the  average,  the  net  payments  gap  (B  )  is  at  least  twice  that  of  the  (i-S) 
gap  while  in  many  cases  the  former  is  many  times  greater  than  the  latter* 
Furthermore,  under  assumptions  of  planned  growth  rates  even  the  most  optimistic 
projections  of  import  substitution  in  M  and  control  of  ir  does  not  reverse  the 
increasing  trend  in  the  net  balance  of  payments  gap.  In  four  cases,  however, 

B  begins  to  show  improvement  within  our  fifteen  year  projection  period. 

H-c-e-r,  H-a-e-r,  H-a-e-f,  and  H-c-e-f  all  show  the  payments  gap  peaking  in 
1970  and  declining  thereafter  (but  not  di sappearing  by  1975)*  Each  of  these 
four  key  estimates  have  one  assumption  in  common- -exponential  growth  in  V^. 

It  appears  that  only  projections  involving  rapid  import  substitution  show 
significant  promise  in  removing  Turkish  balance  of  payments  constraints  in 
the  future. 

The  inclusion  of  our  optimistic  projections  of  workers’  remittances 
does  not  change  this  general  picture  a  great  deal.  The  primary  impact  of 
such  potential  remittances  would  be  to  generate  a  net  payments  gap  peak  by 
1965,  instead  of  1970,  in  those  four  key  estimates  assuming  exponential 
growth  in  V^, 

The  behavior  of  the  (i-S)  gap  suggests  Turkey’s  maturity  in 
financing  her  own  future  growth.  Under  historical  growth  rates  the  (T-S) 
gap  reaches  a  peak  either  in  1970  or,  assuming  austerity,  in  the  base  year 
itself.  These  comments  do  not  hold,  of  course,  for  Plan  growth  rates,  but 
the  relative  size  of  the  gap,  (l-S)/l,  declines  throughout  under  the 
assumption  of  austerity  conditions.  Our  own  feeling  is  that  the  projections 
of  the  (i-S)  gap  are  the  more  reliable.  Although  the  marginal  capital  output 
ratio  may  appear  somewhat  low'  to  some  readers,  this  would  in  any  case  be 
offset  by  our  low  estimates  of  the  marginal  savings  ratio  (see  section  3  above ) . 
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A  number  of  inescapable  conclusions  would  appear  to  arise  from 
this  preliminary  study*  First,  a  great  deal  more  research  must  be  done 
on  the  possibilities  and  recent  progress  of  iirport  substitution  in  machinery 
and  equipment  and  in  base  metals®  The  most  recent  Plan  experience  with  both 
has  been  less  than  encouraging.  Without  such  progress  in  the  immediate 
future,  even  tighter  controls  on  M°  must  surely  result  in  lieu  of  sub'cantial 
increases  in  foreign  aid  commitments ,  Secondly,  most  of  the  aggressive 
efforts  of  the  Turkish  government  to  increase  net  foreign  exchange  earnings 
has  been  via  encouragement  of  tourism.  This  seems  a  tenuous  base  at  test  on 
which  to  project  rapid  export  expansion  in  the  future*  Not  enough  sincere 
effort  has  been  expended  on  the  export  problem  and  this  is  best  reflected  by 
the  delays  and  barriers  to  petroleum  exports  as  well  as  unintelligent  freight 
rate  schemes  applied  to  other  extractive  products.  In  our  judgment  more 
effort  should  be  directed  to  the  possibilities  of  export  expansion  in  both 
unsophisticated  manufactures  and  processed  extractive  products. 


APPENDIX 


The  data  given  in  the  following  l6  tables  has  been  developed 
for  sixteen  combinations  of  assumptions  about  growth  rates,  savings, 
gc'-^rnment  expenditures,  domestic  produ  '.tion  of  capital  goods,  and  restriction; 
on  imports.  A  discussion  of  these  estimates  is  given  on  pages  38  through  42 
of  the  text. 

The  seventh  and  eighth  rows  of  the  appendix  tables  ("Imports -Exports 
B#")  give,  in  billions  of  Turkish  lira  and  millions  of  dollars  respectively, 
the  balance  of  payments  deficit  on  current  account  excluding  interest  on 
the  public  debt  outstanding. 

The  next  four  rows  in  the  tables  indicate  the  total  balance  of 
payments  deficit  on  current  account  and  are  denoted  by  the  variable  B. 

B  is  equal  to  B  *  plus  the  interest  on  the  debt  outstanding  and  varies  with 
the  four  assumptions  on  debt  service  (  t-maturity,  i-interest  rate, 
g=grace  period) . 

The  gross  inflow  of  public  funds  is  the  total  balance  of  payments 
deficit,  which  includes  both  the  current  and  capital  accounts.  It  is  equal 
to  B  (the  total  deficit  on  current  account)  minus  capital  flow  other  than 
public  funds,  plus  amortization  payments  on  the  public  debt  outstanding. 

It  indicates  the  gross  magnitude  of  official  grants  and  loans  which  must 
be  made  to  the  government  of  Turkey  in  19^5^  1970  and  1975  to  provide  the 
net  assistance  denoted  by  B 


APPENDIX 


A-l 


A 1  D/LltJ  :  *  t  Lma t.er> 


COUNTRY:  TURKEY 


key  estimate:  H-c-e-r 
valuation:  1959-61  TL  b i  1 . ;  f 


]3asj.e  assumptions  specification: 
Historical  grov;th  by  sectors ;  fixed 
growth  In  V^l  exchange  restrictions 

hare  in  G; 
n  M°. 

exponential 

—iT«  -  -CE - . - -  •  r  -  : '  B**T^7t*r* 

--- 

Series  description 

Vase  perCoJ 

1965 

1970  I 

1975 

--  yssa  ToTT  "aercr: 

OVERALL  RATE  OF  GROWTH  of:GDPfiC> 

.047 _ «/ 

.030 

.051  j 

.032 

uC> 

INVESTMENT  (bil .  TL) 

7.7 

9.2 

12.5 

16.3 

SAVINGS  (bil.  TL) 

6.4 

C .  6 

11.8 

16.3 

INVESTMENT  -  SAVINGS  (bil.  TL) 

“  TTT . 

0.6 

0.7 

0.0 

&/  IMPORTS, current  account  exdu- 

5.1 

6.4 

8.0 

9.3 

ding  interest  on  debt  (bil.  TL) 

EXPORTS,  cur  rent  account  (bil.  TL) 

4.2 

5.1 

6.5 

C.5 

IMPORTS  -  EXPORTS  -  B*  (bil.  TL) 

0.9 

1.3 

1.5 

0.8 

_  •  — —  -  *  — -  -  ~  x 

TOTAL  PAYMENTS  *  B  \ 

A seumpWona  on  debt  aarvl  ca : 

"55.5  ,  i« .  03U,  c*4— —————  ( a) 

•r-8 

_ 

144 

167 

89 

174 

224 

158 

■fce20,  ia.0^0,  g“5~ - - (b) 

173 

217 

149 

t*=25 ,  i«.0^0,  0^5 — - - -(c) 

173 

217 

149 

tags,  iw.OSy,  g®5~ - .——(d) 

171 

209 

138 

y  am  m 

)S‘! 

20" 

110 

200 

PUBLIC  DEBT  OUTSTANDING, 

Eac.  31  ($  till)  (®)  - 

10$3^ 

1355 

2025 

2138 

(b) 

1063 

1354 

2073 

(c) 

10S3 

1354 

£0D2 

2073 

(d) 

1053 

15S3 

1S73 

1994 

GROSS  INFLOW  0?  FJBLIC  FUNDS 

287 

($  ril)  (a) 

341 

313 

fh\ 

rt>') 

1 

?37  I 


(c)  I 


cd. 


(d)  j  .  j  *«}  2fO  j  £06  | 

- — .iTti  f-  -  _  •  Jr«v«jeir_7vi-3WM»  ;  .  ir.«CMQBUl4  -  '^UaSM*  .*'*•  >*»-'■  ‘iS<  1  ’  -  r  -■*“*-***■'-  - 

LoteB  and  observations  s  £y  porlei :  |j; ; 

f/x^O  .  1951/53  -  1959/61 

o/&v3.  31,  19S3c  c,/  for  IC60-61  bees. 


Bill  . 


A- 3 


AID/SKi’:er,t  imat.e; 


COUNTRY:  TURKEY^ 


key  estimate:  K-a-l-r 
valuation:  1959-bi  XL  bil.;  $ 


Bas” i c  li"  ssumptuTo n s  spacOTcition: 

Historical  growth  by  sectors;  go/ernment  "austerity";  linear  growth 

o 


in  V„ ;  exchange  restrictions  on  M  . 


tail . 


. 


A- 


r 


A I  D/S  RP :  e  s  t  irrta  tee 


COUNTRY :  TURKEY 


key  eetimata :  H~  c.  -  i  •*  t 
valuation:  1953-61  TL  bil.;  $  sail 


Basic  assumptions  specif Lcatlon: 


— /  v  ‘  W  *.  V--  ^  L 

Historical  growth  by  sectors;  governssanfc  "austerity";  linear 
growth  in  V^;  no  exchange  restriction  on  H° 


wscvrsa  ^•’JSixnrxs^'^r-  -«.  r&-'a&fSK*e&at*ii  ~ 


HT23XZ»jr?v»itt5r^ra>arwK  rjcam  v*.  •- 


If!  fma  n  J  ■■  ■■«■  ■  1  '  im-11-r - 1 - •  tjr^x-v.s^.vi 

Series  description 

base  pariod 

w«  j 

j- 

1970 

VWfSJ: 

‘  ^r-a  ;•  T  v- 

1975 

OVERALL  RATE  OF  GROWTH  of:  GDFf  r  | 

.047  pj 

.050 

.051 

.052 

INVESTMENT  (bl1-  TL> 

SAVINGS  (hil  •  TL) 

1 

INVESTMENT  -  SAVINGS  (bil .  TL) 

7.7 

6.4 

9.2 

9.1 

12.5 

13.2 

15.3 

19.0 

071  j-  0.7 

•  2.7 

7/ . 

~  IMPORTS, current  account  exclu¬ 
ding  interest  on  debt  (bil.  TL) 

EXPORTS, current  account  (bil.  TL) 

IMPORTS  -  EXPORTS  -  B»(bil.  TL) 

5.1 

4.2 

8.3 

5 . 3. 

11.6 

6.5 

15.7 

8.5 

0.9 

3.2 

5.1 

7.2 

TOTAL  Mf^PAYMENTS  -  B  V 
Assumptions  on  dent  service: 

(a) 

see  paga  A-l 

(c) 

(d) 

aLWJ . 

356 

5  67 

800 _ 

391 

390 

390 

3BS 

6C2 

669 

6-59 

652 

1033 

1  1002 
1002 

9^5 

tJ  CAPITAL  FLOW  OTHER  THAN  FUBLIC  FUN! 
net  (workers  ^  remit _ _ 

A 

no 

m  200 

PUBLIC  DEBT  OUTSTANDING, 

December  31,  ($  all) 

(b) 

(c) 

(d) 

GROSS  INFLOW  OF  PUBLIC  FUNDS 

($  nil)  ^ 

!  w 

(c) 

(d) 

] 

< - ! 

1752 

1751 

1751 

1749 

4208 

4l6S 

41^3 

4107 

7835 

7673 

767? 

7hj6 

1 

!  _ r*  .  Aat^ftgjrw.»un» 

55S 

53'j 

I  S*  i 
555 

v  au . 

r,~n 

1 

VhX 

i 

f  '.1 
;  t  k>  * 

r\ q 

j  • 

.  mut  *esaejr 

-  uov;. »  : 

1310 

is 

es  1  *</»  v  J 

1  .4  N.  »  O  ; 

r-  j 

i  ACss?  | 

' 

ay  -  i  ^  /-3V  W’  JCS^-CTr:  s .  v^^«JS-Ai:r4>K«wafc 

Rotes  end  observations:  a/psriod: 


-  - 

hi  lulled )  s  Gft&s' Ic-"i  i  s-  ) 


fi/1960 

e/  Bsc-  31,  19^3 


c/ 


1951/53  -  1959/6.1 
M,X,B*  for  1960-61  base. 


A-5 


A1D/SRP lost lwates 

COUNTRY:  TURKEY 

key  estimate :  H~a~e~r 
valuation:  1999*61  TL  bil.;  $  nil 

Basic  assuinptions  specification: 

Historical  growth  by  sectors;  governshnt  "austerity";  exponential 
growth  in  ;  exchange  reetrictions  on  M°. 


Series  description 

■O.  • 

base  poriod 

»E  aCi  *-  n 

1966 

1970 

1975 

OVERALL  RATE  OF  GROWTH  of:  GDPf.C/ 

,  . 047  ®/ 

.,05p 

_  .  052 

INVESTMENT  (bil.  XL) 

SAVINGS  (bil.  TL) 

INVESTMENT  -  SAVINGS  (bil.  TL) 

7.7 

6.4 

S .  2 

12.5 

13.2 

16.3 

19.0 

1.3 

0.1 

-  0.7 

-  2.V 

^/IMPORTS, current  account  exclu¬ 
ding  interest  on  debt (bil.  TL) 

EXPORTS, current  account (bil.  TL) 

IMPORTS  -  EXPORTS  =  B» (btl .  TL) 

5.1 

4.2 

6.4 

5.1 

8.0 

o.5 

9.3 

8.5 

0.9 

1.3 

1.5 

0.8 

...  .  ...  .. 

TOTAL  .BALANCE  OF  PAYMENTS  -  B  X 

Turn .  *vr r 

UQ-' 

144 

167 

89 

Assumptions  on  debt  service: 

'  (a) 

See  page  A-l 

(c) 

(d) 

17 1 

17: 

17: 

173 

224 

217 

217 

209 

158 

149 

149 

138 

b/  CAPITAL  FLOW  .OTHER  THAN  PUBLIC  FUNI 
(workers  remi  1 1  an  cel  TVf  nil ) 

iS, 

 li 

110 

200 

PUBLIC  DEBT  OUTSTANDING, 

Dec. 31  ($  nil)  U)- 

(c) 

(d) 

GROSS  INFLOW  OF  PUBLIC  FUNDS 

(*  nil)  ffl' 

(b) 

10632/ 

V 

1365 

1364 

1364 

1363 

2025 

2002 

2002 

1973 

2138 

2073 

2073 

1994 

0]ll 

'M 

313 

28l 

287 

of  1 

(c) 

* 

(c) 


34c 


■  79] 

270 


K  .  =C'.  v  ‘  v. 


Notes  and  observations :  &/ pa: 

§J  i960 

SJ  31,  1963- 


a-"fliwv:n<ill  1  II'  '<  it  ■  yZan*Knrs£%r,  •Jj.-  .-r-o-i;' ■  »•  •  -  -  •• 

!•/  iaf  It  'J  {❖) ,  c ;  :t£lc  3  * ~ ) 

1951/53  V  1959/61 


-Co  j 


c/ 


for  1960-61  base 


A-0 


AID/S RP : estimates 


COUNTRY :  TURKEY 


key  estimate i  H-a-e-f 
valuations  1959-61  TL  bil.j  $ 


Basic  assumptions  spec i f i  c  a t ton": 
Historical  grov/th  by  sectors;  government 

growth  in  V^;  no  exchange  restrictions  on 


EsaaMPfflfrjtaoMtf  ■/ffiur.v.  'i  i  nr 


"austerity" ;  exponential 


M°. 


^  a:  '  -  tusxara.  SSMOHaaSCg 


nil. 


_ _  .  - — •>/•«■  a  -  --  «n«c 

?  "wT *7t7 ■  rmi-i  i  i  ■■  ■  n i»»iarr- 11  w  -  ~~ 

Series  description 

r  a  «. 

base  peri  os 

sums?  j!  .'.-sil . 

1965 

1970 

1975 

OVERALL  RATE  OF  GROWTH  of:  GD?f  „ 

. 0  :  /  e/ 

■  050 

,051 

.032 

INVESTMENT  (bil.  TL) 

SAVINGS  (bil.  TL) 

INVESTMENT  -  SAVINGS  (bil.  TL) 

7.7 

6.4 

9.2 

9.1 

12.5 

13.2 

16.3 

19.0 

TT" . 

TT 

-  0.T 

2 .  ( 

£/ IMPORTS , current,  account  exclu¬ 
ding  interest  on  debt  (bil.  TL) 

EXPORTS, current  account  (bil.  TL) 

IMPORTS  -  EXPORTS  -  B*  (bil.  TL) 

a 

5  1 

4.2 

0.9 

7.7 

5.1 

SS«1‘  I'SSK'r.: 

2.6 

9.7 

6.5 

3.2 

11.5 

8.5 

'-ic  *' 

3.0 

TOTAL  BALANCE  OF  PAYMENTS  »  B 

aillion)  ,  ,  ] 

Assumptions  on  debt  service: 

eee  page  A-l  *  (b) 

(c) 

(d) 

111 ’UO  ^ 

289 

356 

333 

323 

321 

321 

319 

uvr 

436 

436 

423 

4£0 

46i 

461 

437 

“TOJLWSi® ciFc  ™“*l 

_ 20.. 

PUBLIC  DEBT  OUTSTANDING, 

I&c.  31  ($  nil)  (®) 

(b) 

(c) 

(d) 

CROSS  INFLOW  OF  PUBLIC  FUNDS 

(  §  •  l)  (a) 

(c) 

(d) 

1063?/ 

V 

1630 

1628 

1528 

3.627 

325S 

3216 

3216 

3170 

4773 

4555 

4655 

4513 

: 

vii;  7l  *J  '  «Bte  ,fS- 

Fco 

1 '  4 

'  ■' 

|,«*y 

'  j 

_ 

554 

5ca 

i.r^o 
;•  - 

6rp, 

1 

r  S . 

r'V-r 

>  t  ✓ 

j’.S. 

Notes  end  observations S  j  a/pu:  .■  s  1  ■.  ... 

a/lSS0  "  1951/53  • l959/£f 

cT/ltac.  31,  lgn3  -'M,X,8*  lac  1950-61  base. 

. 


AID/SRP:  estimate 


COUNTRY :  TURKEY 


key  estimate :  II- c- 1  - f 
valuation:  1939-6!  TL  fell.;  1 


Basic  assumptions  epscif icaTConT 
Historical  growth  by  eectors;  fixed  share  in  G;  linear  growth  in 

V. ;  no  exchange  restriction#  on  M°. 

3  _ _ _ _ 


Series  description 


OVERALL  RATE  OF  GROWTH  of:  GDP 


INVESTMENT  (bil.  TL) 

SAVINGS  (bil.  TL) 

INVESTMENT9-  SAVINGS (bil.  TL) 


£*IMPORTS, current  account  exclu¬ 
ding  interest  on  debt  (bil.  TL) 

EXPORTS, current  account (bil.  TL) 

IMPORTS  -  EXPORTS  «  B*  (bil.  TL) 


TOTAL  .BALANCE  OF  PAYMENTS  «  B 
($  million) 

A ssumptions  on  doot  service : 


"X 


See  page  A-l 


(a) 

(b) 

(c) 

(d) 


- 1.'  i  i  s.v;  -ac  .  j  — vr .  --t.-,  -  -  .*■ 

r:  j  nj.rxassssjS!*^'  -x.  3ggaEft-~S'-.-n.  .»atr.assr 

L  —  t  '  |  j  1970 

mniiwi— inmrTiwTTir mr" mi mnm*i — rnrr it 


.  C':  7  o/| 


7.7 

6.4 


ITT 


.050 

9.2 

8.6 


“U7F 


.031 

12.5 

11.0 


5.1 

4.2 


IUL 


mi  1 . 


nfl/ 


b/  CAPITAL,  FLOW  OTHER  THAN  PUBLIC  FUND^j 
nfttlwnrkftra  V-JCgmlt  f  flnr.pwl  — ^ — I 


PUBLIC  DEBT  OUTSTANDING, 
Dae.  31  ($  nil) 


106 


r7 


0.3 

5.1 


JL1 


J2& 


391 

390 

390 

338 


■M 


1752 

1751 

1751 

17^9 


“ITT 


11.6 

6.5 


AuL 


1979 


.092 

16.3 

16.3 


U7U 


15.7 

0.5 


682 

669 

669 

652 


no 


4203 

4l63 

4l63 

4107 


rr 


957 


7.2 


800 


1033 

1002 

1002 

955 


J00, 


7835 


7673 

7o73 

7476 


(e) 

(b) 

(c) 

(d) 


GROSS  INFLOW  OF  PUBLIC  FUNDS 

($  all)  (a) 

Cb)  I 

U)  j 

(<0  555  |  V-$  j  1095  ! 

.  ,_JVT  n|  _  . . .».av  ■..'MMA.-yJa.-.'.--.  I  |>  111  nr  If  III  fi  ll-  l~~l  ~  •  TlT-Tl-  1l  •  :  -  V-  - 

Notes  and  observations :  e/Laricd :  1 5/ is ..  .  v: .  >  . 

.  r.  ,  t 

1951/53-1959/61 

ey  Lac.  31 ;  19^3 

for  1960-61  base. 


793  137.0 

?4l  |  3276 

557  {j(  1  i-v  ; 

«  i 


)  tail. 


. 


A I  D/S  RP :  es  t  ir.ia  t  c  s 


COUNTRY:  TURKEY 


key  eotinste:  H-c~e-£ 
valuation:  1959-61  TL  bil;  £ 

lasic  assumptions  spsciiTcation: 

Htotorical  growth  by  sectors ;  fixac  share  in  G;  exponential  growth 
tn  V^i  no  exchange  restriction©  on  M  . 

.1  ..  iV.il  ■  ■  —  — ... 


s» :  ucse« 


ni  l . 


A- 9 

AID/SRP : estimates 


COUNTRY:  TU 


key  os  timate :  P  -  a  -  e  -  r 
valuation:  1959-61  TL  bil;  $  nil. 


Basic  assumptions  spocii ication: 

Plan  growth  by  soctc.  . ;  government  "austerity";  exponential 

growth  in  V  ;  eK-bna-s  restrictions  on  M  . 

. -  yog,  .  71  ■’*!xe^ •S*^-WQl^ V 


r.v  a jsafl 


■  r ■  !■—  '■  ^ 

Series  description 

boso  period 

1965  | 

1970 

1975 

OVERALL  RATE  OF  GROWTH  of: GDP f 

.047  b/ 

.073  j 

.075 

.077 

I NVESTMENT  (hit.  TL) 

SAVINGS  (hi 1 •  TL) 

INVESTMENT  -  SAVINGS  (hi  1 .  TL) 

7.7 

6.4 

14.8 

12.2 

24.0 

21.1 

39.3 

36.0 

1.3 

2.6  ! 

2.9 

_3J- 1 

£/  IMPORTS, current  account  exclu¬ 
ding  interest  on  dabtOvil*  TL) 

EXPORTS, current  account  (bll.  TL) 

IMPORTS  -  EXPORTS  *  B&(bil.  TL) 

5.1 

4 . 2 

11.0 

5.1 

10.4 

6.5 

30.4  * 

8.5  j 

"*  ). 9 

5.9 

11.9 

21.9  j 

r-  ..  .U- — a V -i' J.'-  r  - 

TOTAL  BALANCE  £F  PAYMENTS  *  B  \ 

T&  million)  . 

Assumptions  on  q-stt  Ji-  ice: 

(a) 

See  page  .4-1  (b) 

(c) 

(d) 

ail.  10^/ 

656 

1322”| 

2433 

700 

697 

6S7 

6j!> 

1534 

150S 

1508 

1476 

2979 

2907 

2907 

2821 

>rn  , m  m '—i  tMftKeMj  j u-  Jaw  •.c-ntratw ■tatiinn 

6/  cAf?T^0?iSyTmfHc55!fj:c  roM 

33, 

20 

110 

200 

PUBLIC  DEM*  OUTSTANDING, 

Pee.  31  ($  sail)  («) 

(b) 

(c) 

(d) 

GROSS  INFLOW  OF  PUBLIC  fONJ  j 

< .  >  0  (a> 

w 

10o3^ 

/ 

V 

2301 

2293 

2293 

2295 

7890 

7811 

7811 

7713 

18,954 

18,652 

18,652 

18,248 

!  n  <*? 
j  00  j 

u 

\  V 

J  3504 

:  . 

(c) 

(d) 


ic4l  j  1552  |  305* 

. 

b/lr^ic.7l<-)  ,c-t£Ac .?(«> 


Notes  e n d” ofisu  riod : 

d/  19&)  1951/53  -  1959/61 

e/  D-iiC .  31*  19^3  ;•/ 

— '  M , X ,  E*  for  1960-61  bane. 


A- 10 


AID/SIU' :cs t  i mates 


COUNTRY: 


key  estimate:  p-c-e-r 
valuation:  1959-61  TL  bt  1 ;  $»il 


Basin  assumptions  specifi 
Plan  growth  by  sectors;  fixe 

•at.  ion: 

share  in  G;  exponential 

growth  in 

V^;  exchange  restrictions  on  ; 

i°. 

. 


A- 11 


COUNTRY s  TURKEY 


zMtnta  tzzsstsfzj isxzsszt.^.  ir  ^nsrattCias: 


AID/S  RP : e  s  t i ma  t o s 
estimate.*  P-c-l-r 


valuation:  1939-61  TL  b i 1 . ;  fall, 

-  vAia^wses^BKiisasMBea**.-  L'easmsKzxr yywMMwau.  'WP  fvcwreya *»&  hmbobb  ^  mammmeuai 

assumptions  specification: 

Plan  growth  by  sectors;  fixed  share  in  G;  linear  growth  in  V. ; 

o  3 

exchange  restrictions  on  K  . 


s^vacrggaiag^sao  »g»*i  Tar<iigatf;^r gt  n 


s-v  jraiaa^aaiswaartar*: 


-? 'I  111'  llllBIHI|IJBSCB£rY -tt^C8T.tS5Ii'YIi«sr tj-i 2&X£fS  W-SSi-V 3! 


mr-r  ■ 

nrwrMnwr  ,nn,niniriii  "r  *n—* *  i  t'Tinn^iimmimniiTTiii Hi  iMrfTnTi-»rmr~.TiMiTrigmrTnwHiTiim~i iifiiiir  iii>i»i»-^ ypr-yrr--T-~r:-riT^ 

Series  description  j  b&ss  period 

ffiBffarrn  fwa  h  i,t 

1965 

T-sajsssarnss*;  !K 

1970 

in  5  | 

OVERALL  RATE  OF  GROWTH  of:  GDP. 

V  r 

-  D^>  7  t)/ 

.073 

.075 

.0  77 

INVESTMENT  (bil.  TL) 

SAVINGS  (bil.  TL} 

INVESTMENT  -  SAVINGS  (bil.  TL) 

7.7 

6.4 

)  ,  3 

14.  C 

10.8 

4,0 

24.0 

17.3 

1  6.? 

39.3 

20.0 

1 1 . 3 

£/ IMPORTS, current  account  exclu¬ 
ding  interest  on  debt  (bil.  TL) 

EXPORTS, current  account (bil .  TL) 

5.1 

4.2 

11.5 

5.1 

_ 

20.3 

6.5 

•  wSiC-i  S'  5W 

35.6 

6.5 

IMPORTS  -  EXPORTS  =  B* 

0.9 

6.4 

rrrr 

27.1 

TOTAL  .BALANCE  OF  PAYMENTS  -  B  \ 
($  tdllloa)  > 

Assumptions  on  debt  service: 

(a) 

See  page  A-l 

(c) 

(d) 

ill.  H0§7 

711 

■>  -•  -v—  -. 

1533 

3011 

■r- 

756 

753 

753 

750 

1767 

1739 

1739 

1704 

3643 

3565 

3565 

3464 

y  CAPITAL  FI CW  QTHER  THAN  PUBLIC  FUNDS,! 

£f:iuk saskai— . XI 

110 

?csn 

PUBLIC  DEBT  OUTSTANDING, 

Lac.  31  ($  »il)  (°) 

(b) 

(c) 

(d) 

GROSS  INFLOW  OF  PUBLIC  FUNDS 

($  -  n)  (*>  ! 

(b)  ! 

«-»i 
(■!)  ! 

1053-7 

V 

21:01 

2393 

2393 

2395 

6?93 

6706 

8705 

3599 

22,332 

21,556 

21,956 

21  ..43  3 

•; 

I 

• 

i 

Q")T>  | 

1 

cpi  i 

■S'  j 

$S1  I 

917  I 

1975  I 

f 

_  ,v  .>*  » 

7  ■  1 

1 

1818  j 

1731  | 

i  ■■  -  ’  J 

-  ;i  rj3 
'•'V  *  -V  > 

-,p  i,/- ! 

a  1 3-9  J 

1950 

e/  Lac.  31,  1^ 


?  Anile  ov,%  fie  ) 


1951/53-1959/61 


c/ 


H,X,B*  for  1 960-6 1  bGce. 


A- 12 


A I D/ S  K  ? :  a  i  i  ;tUa  t 


c  a 


COUNTRY:  TURKEY 


key  estimate:  P-c-l-f 
valuation:  1959-61  XL  bij ;  $ail 


Basic  assumptions  spacifTcationV" 

Plan  growth  by  eeclore;  fixed  chare  in  G;  linear  growth  in 

V^;  no  exchange  restrictions  on 


—  ALJ(/ejc.-ax^  \Z-1wwTr^ 


A  -13 


AID/SRP : e  s  t invites 


COUNTRY :  TURKEY 


»G"  i. 


key  oatimates  Lc 
valuation :  1939-61  '.CL  bil;  $ali. 


amfimnawoiiaw 


.*.t  0f9m»!2rsca£2eras* 


"Basic  assumptions  ep; 

Hon  growth  by  sectors;  fis®d  chare  in  G;  exponential  gvouth  in 

V„ ;  no  exchang®  restrictions  in  H  . 

*?  _  ~i — ,  , —  r  — . r,  . .  .MHnt-urnr^-  atta^stJBSTKKsiOS'Wfl 


“jrrftan/axvtBEMX  tv**™**:  xr(A.Zis 


Series  description 

H»rju»u*  -4E>*rr  -cx*a*rT-*cjep«-  »  •  fiv^cuec* 

OVERALL  RATE  OF  GROWTH  of  i  GDI’ 


INVESTMENT  (bil.  TL) 

SAVINGS  (bil.  TL) 

INVESTMENT  -  SAVINGS  (bil.  TL) 

pj  IMPORTS , current  account  exclu¬ 
ding  interest  on  debt (bil.  TL) 

EXPORTS, current  account (bil.  TL) 

IMPORTS  -  EXPORTS  »  B*(bil.  TL) 


TOTAL  BALANCE  OF  PAYMENTS  «  B 
a  ivimoa) 

Assumptions  on  oobt  service: 
Soo  pag3  A-l 


)C«  l«L<iarSSHW‘VI?'  £*2Z.£i' 

7.7 
6.4 


J 


.  -  '  i_  '  ._  •_  a .  .  r. '  ; ,  i  •  -  -  .  -  ’•  -  3 

•  j  xs\?;  j  19(0 1  v  | 

047  » /  1  .073  1  .075  .077 


14.8 

10.8 


24 . 0 
17.3 


'.S3S  -  '03?  OT — "*v.*  ~.  r-r .  -*i  OW32: 


4.U  f 


it.u  j  t>  •  7 

,vac=:£-  ijnwwmurrS 


5.1  12.4  20.5 

4.2.  5.1  6.5, 

LszafcavrK  £  ^ecv%a»<s£SOMacsi.  af^sccx  yaw?-. 

0.9 

ctte«M9»£:  _  jkouk 


TA2f£XJ-ZS?''2&‘. 

39.3 

28.0 

TiTT 

-«C5i?s53s£^r*M«i; 

33.6 


D.5 

-•.  . :  r  .  ■•  •..  ir^  *  :••- 


U) 

(b) 

(c) 

(d) 


cmmr m  '°mumeWuc 

w'  rAbJV7.^'ti»t^giMMaM<awg.aaa'«T«3BrJBaisaaaBtgJvfam.  mijihi  iTr«'^a*.~*3^e.  sk 

PUBLIC  DEBT  OUTSTANDING, 

Bae.  31,  ($  oil)  (°) 

(b) 

(c) 

(d) 


GROSS  INFLOW  OF  PUBLIC  FUNDS 

(§  sail) 


(a) 


10S3? 


V 


14.0 j  25.1 


1556  2789  , 

:  ^lncirrvicsi^*Y«»ttrcJ«  c’saBg-r, 


a>9 

856 

856 

852 


£584 

£581 

2581 

25TT 


1806 

m6 

!Tf6 

1738 


3432 

3347 

3347 

3245 


£2,28^ 


9208  £1,895 
S£CS  £1,895 
21,417 


(h)  ? 


( c ) 

(d) 


; 


Cl'  -  ' 


►  <vv^r 


^  _ 


r" 

,  *\  /P  ■  I 


-  t. ; 


£>-  d 


|  101s  IBltj  35«j 


Kotos  and  observations:  a/ peri 00: 

«c.« 


... 


.  -  -  . .  <  - 


d/  IS$0 

cj  E-aoaa&s?  31 ,  19^3 


1951/53-1959/61 
c  / 

-  H,X,B*  for  1960-61  base 


A”  16 


AID/SRP :  esti.rn.te? 


COUNTRY:  TURKEY 


<ey  estimate  $  P-a-l-r 
/aluatlon:  1959-61  TL  btl.;  0^11  • 


*  6 as  1c  "assumptions  sp6cllli.catTo(T.  u  ,  i  arewth 

plan  growth  by  sectors ;  government  "austerity  ,  linear  grws.n 


In  Vy  exchange  restrictions  on  !i  . 


^s»s*  ^svw. »  OJ&a: •* 


Series  description 

-—y-  re • _ 

base  period  j 

mmmm  n-  ir-»  im jiwnniwflr 

is:l  j 

^%rmsesa 

1970 

na;»Kacr-'7>wW 

-ze-  ~.-  ~c': 

1975 

saerscr -caa  ri . 

OVERALL  RATE  OF  GROWTH  of:  GDPf.c. 

•0*7  fi/j 

.073  j 

.075 

IP  MMHinnilTTIT-'r.T 

.077 

■n  -mini  111 1  in 

INVESTMENT  (btl.  TL) 

SAVINGS  (bll.  TL) 

7  7 

6.4 

14 .  G 

12.2 

24 . 0 

21.1 

39.3 

36.0 

.■.'T*-  ‘Wv.: 

INVESTMENT  -  SAVINGS  (bll.  TL) 

XJu 

3.3 

|  IMPORTS, current  account  exclu¬ 

ding  interest  on  debt  (bll.  TL) 

EXPORTS, current  account  (btl.  TL) 

IMPORTS  -  EXPORTS  =  B*  (bll.  TL) 

5.1 

4.2 

11.5 

5.1 

20.3 

6.5 

33.6 

0.5 

0.9 

6.4 

13.0 

27.1.  J 

TOT^  BALANCE  PAYMENTS  »  B 

Assumptions  on  debt  service: 

~~  '  ~  ( a ) 

.  See  page  A-l  .  (b) 

(c) 

(d) 

3,11 'lltr^ 

711 

1533 

3011 

756 

753 

753 

750 

1767 

1739 

1739 

1704 

35S5 

3555 

3] . .  

20 

no. 

200 

PUBLIC  DEBT  OUTSTANDING, 

Dec.  31  ($  nil)  (0) 

(b) 

(c) 

(d) 

GROSS  INFLOW  OF  PUBLIC  FUNDS 

(a) 

(A--l) 

(b) 

(c) 

(d) 

lQp3“^ 

V 

2401 

2393 

2393 

2395 

8793 

6706 

8706 

8599 

^>332 

21,956 

21,956 

21,498 

i 

it 

i 

523 

021 

1  *' 

991 

..  ?1L 

|  1  r  "  < 

¥  ■*->  -  J 

|  10.,'4 
j  1818 

1761 

^.'355-r.a.  JSC«r*rtr*M«Dl 

4334 

1 

I  — ,  r  >■?  — i 

?  "O  1 

!  .  ^  \ 

!  ■sPJi  -  * 

1  3719 

““ftotes  and  observations :  a/perioa: 

a/  -  -  - 

t/  I? so.  31  >  15S3 • 


c/ 


1951/53  -  1959/61 
M,X,B*  for  1960-61  base. 


A- 15 


AID/SEP  estimates 


COUNTRY:  TURKEY 


key  estimate:  P-a-l-f 
valuation:  1559-61  TL  bil;  $  ail. 


.  ■'  \ rr. ir?r*xzr£ -jyTiu-c-<_L r^szr. xyrc.^F? A»»S T. - ;  vw 

Basic  assumptions  specification: 

Plan  growth  by  eectore;  government  "austerity";  linear  growth 

in  V^;  no  exchange  restrictions  on  H°. 


Series  description 

*-«:  ^TMasistcr-1  -_Uln~f33 

OVERALL  RATE  OF  GROWTH  of:  GD?f>c 

INVESTMENT  (bil.  TL) 

SAVINGS  (bil.  TL) 

INVESTMENT  -  SAVINGS 

(bil.  TL) 

7.7 

6.4 

1.3 


IMPORTS,  current.  account  exclu¬ 
ding  interest  on  debt  (bil.  TL) 

EXPORTS , current  account(bil.  TL) 

IMPORTS  -  EXPORTS  =  B*  (bil.  TL) 


TOTAL  PAYMENTS  - 

Assumptions  on  debt  servic?: 


See  page  A-l 


*nil-ii(£/ 


(a) 

(b) 

(c) 

(d) 


5.1 

4.2 

o.T 


PUBLIC  DEBT  OUTSTANDING, 
j  Dec.  31  ($  mil) 


GROSS  INFLOW  OF  PUBLIC  FUNDS 
( ,f.  nt  i  ) 


(a) 

(b) 

(c) 

(d) 

(a) 

\ 

i)  \ 

(c)  | 


1053 


V 


(d)  | 


Notes  snd  observations:  a/period : 

^1  T  ,oA,  1951/53-1959/61 

57  Oec.  31,  1763. 


j  !9o5 

9- uar  rar  wrg»  >iwm 
ISttBMatfCMKIttva. 

j  1970 

1975 

1  -073 

.075 

.  07  7 

14.8 

24.0 

39.3 

12.2 

21 . 1 

36.0 

2 . 6 

2 . 9 

rrr 

13.0 

22.5 

38.8 

5.1 

6.5 

8.5 

7.9 

16.0 

30.3 

878 

1778 

3367 

923 

2054 

4105 

924 

2020 

4003 

92k 

2020 

4003 

920 

1973 

38ce 

20 

no 

200 

270 6 

10,292 

25,764 

2703 

10,189 

25,323 

2703 

10,189 

25,323 

2699 

10,053 

24,7 85 

1095 

] 

Rvon 

!  i  —* 

1092 ! 

1 

r.  •;•  «*  q  f 
*-  .x_i 

k>o<  ! 

*  1 

|  1092  ; 

2105  j 

4338 

!  1037 

■  * 

4190 

vSU.  (• 

J ,OUl£i 

.0 i  « 7 

c/ 


for  1960-61  base, 


A- 16 


aid/srp  :esti.m  tes 


COUNTRY:  TURKEY 


key  estimate:  P-a-e-f 


valuation:  1-959-61  TL  bil; 


Basic  assumptions  specification:  “  *  ““ 

Plan  growth  by  eectora;  government  "austerity";  exponential  growth 

In  V^;  no  exchange  restrictions  on  M°. 


Series  description 

base  period 

|  1969 

)  1970 

1975 

.077 

OVERALL  RATE  OF  GROWTH  of:  GDPf 

.047  e/ 

.073 

14.8 

12.2 

9"1""  *  -  — 

j  .075 

\  INVESTMENT  (bil.  TL) 

SAVINGS  (bil.  TL) 

1 

*  INVESTMENT  -  SAVINGS  (bil.  fL) 

7.7 

0.4 

24.0 

21.1 

39.3 

36.0 

1.3 

2.6 

2.9 

i . 3  .T 

^  IMPORTS, current  account  o/.i  Lu- 

ding  interest  on  debt  (bil.  T1 ) 

EXPORTS, current,  account  (bil.  TL) 

IMPORTS  -  EXPORTS  =  tin  (bll  TL) 

5.1 

4.2 

12.4 

5.1 

20.5 

6.5 

33.6 

8.5 

0.9 

7.3 

14.0 

25.1 

TOTAL  BALANCE  OF  PAYMENTS  -  R  V 
,  ($  mil]  > 

Assumptions  On  debt  servi  o  : , 

’  (a) 

ft*! 

See  pe-f!  A 

irj 

.  _  _  yeJ 

u«S/ . 

811 

1556 

2789 

859 

856 

856 

852 

1806 

irr6 

1776 

1738 

3432 

3347 

3347 
3246  | 

y  CAPITAL  FLOW  OTHER  THAN  PUBLIC  RINDS | 

- .,‘1  __ 

?0  Ilf) 

?nn 

PUBLIC  DEBT  OUTSTANDING  ! 

Dec.  31  ($  oul  )  ( a  )  | 

lb» 

(c'i 

(<0 

! 

'  GROMS  INFLOW  OF  PUBLIC  FUNDS  ! 

j  ($  r,n.)  (2) 

1  (b) 

(-•) 

.  (cl) 

1063^  j 

i 

if 

2584 

2581 

2581 

2577 

9302 

9208 

9208 

9092 

22,288 

21,895  I 

21,895 

21,417 

1 

1026 

1023 

1023 

1019 

1977 

1867 1 

1859  J 

1810J 

J.^c?  i 

3718 ! 

3647 

3517 

Wes  and  oouorvations:  a/period:  pTlnhwi*) 

d/  I960 

0/  Dac.  31,  I9t>3  1901  /‘j J- 1959/61 

for  1960-61  b 

33o.  9 

Ur>  2>l3o~ 

ho.  /3h 


A.I.D.  DISCUSSION  PAPER  NO.  12 


MEASURES  TO  ENSURE 
THE  EFFECTIVE  USE  OF  AID 


JOAN  M.  NELSON 
AND 

GUSTAV  RANIS 


THE  library  of  TH F 

JAN  26  197 q 
um&h 


OFFICE  OF  PROGRAM  COORDINATION  -  A.I.D. 


DEPARTMENT  OF  STATE 
AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 
Washington,  D.C. 


The  person  charging  this  material  is  re¬ 
sponsible  for  its  return  to  the  library  from 
which  it  was  withdrawn  on  or  before  the 
Latest  Date  stamped  below. 

Theft,  mutilation,  and  underlining  of  books  are  reasons 
for  disciplinary  action  and  may  result  in  dismissal  from 
the  University. 


To  renew  call  Telephone  Center,  333-8400 

UNIVERSITY  OF  ILLINOIS  LIBRARY  AT  URBANA-CHAMPAIGN 


Agency  experience  and  problems  by  persons  currently  engaged  in 
them;  and,  to  share  such  experience  and  ideas  with  interested 
persons  outside  of  the  Agency. 


September,  1966 


Office  of  Program  Coordination 


A.I.D.  Discussion  Paper  No.  12 


MEASURES  TO  ENSUKE  THE  EFFECTIVE  USE  OF  AID 

Joan  M.  Nelson 
and 

Gustav  Ranis 


U.  S.  Paper  presented  to 

The  Conference  on  Improving  the  Effectiveness  of  Aid  for  Overseas  Development 
(sponsored  by  the  Overseas  Development  Institute  and  the  Ditchley  Foundation) 

at  Ditchley  Park,  Oxfordshire,  England 
June  3-6,  1966 


A.I.D.  Discussion  Papers  are  circulated  for  the  information  of 
the  addressees  and  their  staffs.  These  papers  are  intended  to 
serve  several  functions:  to  improve  knowledge  of  analytical 
studies,  research  results  and  assistance  policies  among  Agency 
personnel;  to  encourage  the  careful  recording  and  analysis  of 
Agency  experience  and  problems  by  persons  currently  engaged  in 
them;  and,  to  share  such  experience  and  ideas  with  interested 
persons  outside  of  the  Agency. 


September,  1966 


Measures  to  Ensure  the  Effective  Use  of  Aid 


Introduction 


What  constitutes  effective  aid  from  the  donor's  viewpoint 
varies  in  different  countries  and  at  different  times,  depending  on  the 
donor's  objectives  and  on  the  recipient's  level  of  development. 

Most  donor  countries  intend  their  aid  to  serve  several  major 
objectives,  including  accelerated  development  in  the  recipient  country, 
strengthened  political  ties  with  that  country,  and  expanded  trade  and 
investment  opportunities.  For  many  of  its  country  assistance  programs, 
the  United  States  would  add  to  this  list  of  goals  heightened  internal 
or  external  security;  progress  towards  a  system  of  government  which  is 
reasonably  responsive  to  public  aspirations  and  stable  enough  to 
encourage  development;  a  more  equitable  distribution  of  wealth,  income 
and  services  among  classes,  regions,  and/or  ethnic  groups  and  between 
urban  and  rural  areas. 

This  paper  concentrates  on  ways  to  increase  foreign  aid's 
effectiveness  in  supporting  development.  This  reflects  both  the 
central  concern  of  the  Conference,  and  the  primary  focus  of  the  U.S. 
economic  assistance  program.  Over  the  past  fifteen  years,  U.S.  aid 
has  shifted  from  a  heavy  emphasis  on  security  toward  much  greater 
stress  on  development,  with  the  exception  of  our  programs  in  those  few 
countries  where  there  is  an  acute  security  threat.  However,  U.S. 
economic  aid  remains  a  multipurpose  instrument — the  actual  assessment 
of  its  effectiveness  in  particular  countries  and  the  design  of  measures 
to  increase  its  effectiveness  must  therefore  still  take  into  account 
security  and  political  as  well  as  development  objectives. 

Confining  our  attention  to  development  goals,  the  criteria 
of  effective  aid  must  be  further  modified  according  to  the  recipient 
country's  level  of  development.  The  yardstick  applied  to  programs  in 
a  country  with  extremely  limited  administrative  and  technical  cadres 
and  institutions,  e.g.,  some  countries  in  Africa,  would  be  much  too 
modest  for  programs  in  countries  like  Chile  or  Turkey.  Not  only  are 
different  yardsticks  appropriate,  but  they  should  be  used  to  measure 
different  kinds  of  achievement.  Effective  development  aid  is  aid 
which  is  applied  to  the  priority  requirements  at  a  particular  stage 
of  development,  and  requirements  change  as  the  country  progresses. 

In  the  past  five  years,  A.I.D.  has  pursued  two  major  lines 
of  action  to  increase  aid's  development  effectiveness:  (i)  The  program 
planning  process  has  been  refined  and  elaborated,  by  requiring  broader 
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and  longer-term  analyses  of  each  recipient  country's  problems  and 
prospects,  and  more  precise  identification  of  aid  goals  and  targets 
as  a  framework  for  determining  the  volume  and  composition  of  aid  to 
a  country.  Considerable  effort  has  gone  into  recruiting  more  economists 
and  other  analysts  and  training  staff  already  in  the  Agency  to  conduct 
better  analysis,  (ii)  A.I.D.  has  increasingly  recognized  that  economic 
aid  can  promote  development  not  simply  by  supplementing  the  host 
country's  limited  capital  and  technical  resources,  but  also  by  exerting 
influence  on  host  country  policies  and  programs.  As  we  have  become 
more  aware  of  aid's  potential  leverage  role,  we  have  experimented  with 
techniques  for  exercising  such  leverage  more  effectively. 

However,  it  should  be  noted  at  the  outset  that  development  of 
theory  has  outpaced  application  in  practice.  Many  conceptual  problems 
remain,  and  administrative  problems  hinder  implementation  of  ideas 
which  are  well  worked  out  in  theory.  Therefore,  the  discussion  below 
states  A.I.D. 's  current  thinking  regarding  aid  goals  and  targets  and 
the  use  of  influence,  and  also  indicates  the  extent  to  which  these 
ideas  are  actually  applied  and  some  of  the  reasons  for  the  gap  between 
theory  and  practice. 

A.  Defining  Goals  and  Targets 


The  U.S.  approach  to  determining  the  volume  and  composition 
of  assistance  to  particular  countries  has  passed  through  several 
stages.  During  the  Marshall  Plan,  aid  levels  were  determined  largely 
by  balance  of  payments  considerations.  As  U.S.  assistance  shifted  to 
the  less  developed  countries  during  the  mid-1950's,  the  balance  of 
payments  approach  gave  way  in  many  cases  to  a  project  approach,  since 
the  developing  countries  lacked  the  institutional  and  managerial 
capacity  to  ensure  effective  use  of  a  large  volume  of  commodity  imports. 

A  number  of  selection  and  evaluation  procedures  were  developed  to 
ensure  that  projects  were  soundly  planned  and  that  funds  were  not 
wasted  through  diversion,  inflated  costs,  lags  in  delivery  of  material 
or  arrival  of  technicians,  host  country  failure  to  provide  agreed 
local  cost  support,  or  other  problems.  While  projects  which  clearly 
contributed  little  to  economic  progress  were  avoided,  a  systematic 
effort  to  determine  optimal  overall  use  of  aid  resources  developed 
only  gradually. 

With  time,  however,  it  has  become  increasingly  clear  that 
a  collection  of  sound  projects  does  not  necessarily  add  up  to  accelerated 
growth,  much  less  bring  about  the  structural  changes  required  to  increase 
savings  and  foreign  exchange  earnings  and  lead  ultimately  to  self- 
sustaining  growth.  A.I.D. 's  contribution  is  increased  by  concentrating 
both  resources  and  influence  on  particular  strategic  problems  within 
each  sector  of  the  underdeveloped  society.  A.I.D.  is  increasingly 
trying  to  focus  aid  resources  and  influence  in  each  receiving  country 
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on  a  limited  number  of  such  goals  selected  in  the  context  of  a  broad 
analysis  of  the  country's  development  prospects  and  problems. 

1.  Selecting  Goals 


a.  The  analytic  framework 


In  all  countries  where  the  U.S.  conducts  large  or 
moderate  assistance  programs--roughly  U5  out  of  the  close  to  70  countries 
to  which  some  U.S.  economic  aid  is  extended — assistance  goals  are 
selected  in  the  context  of  a  rather  comprehensive,  continuing  analysis 
of  the  country's  development  problems  and  prospects.  Field  missions 
are  asked  not  only  to  examine  the  current  situation  and  immediate 
prospects  and  requirements,  but  also  to  anticipate  trends  for  several 
years  into  the  future.  In  eight  or  nine  countries  where  data  permit 
and  the  scope  of  the  U.S.  program  warrants,  such  projections  usually 
take  the  form  of  a  macro-economic  model,  and  include  estimates  of  the 
results  of  alternative  assumptions  regarding  key  variables.  The  use¬ 
fulness  of  such  projections  does  not  depend  on  very  accurate  data,  since 
the  main  purpose  is  not  to  predict  progress  but  to  test  which  policy 
variables  are  most  important  in  determining  the  rate  and  pattern  of 
growth. 


Ideally,  macro -economic  analysis  along  these  lines  must  be 
supplemented  by  depth  studies  of  problems  and  prospects  in  key  sectors, 
or  in  fields  which  cut  across  sectors,  such  as  export  promotion.  In 
estimating  possible  progress  over,  say,  a  five  year  period,  existing 
government  policies,  priorities  and  administrative  capacity  should  not 
be  taken  as  immutable,  but  rather  regarded  as  policy  variables.  On 
the  other  hand,  the  estimate  should  not  assume  radical,  therefore 
highly  unlikely,  changes  in  policies,  priorities  or  efficiency.  The 
purpose  of  the  analysis  is,  in  fact,  to  pick  out  those  key  changes  which 
are  both  necessary  to  realize  potential  growth  and  feasible  in  the 
light  of  major  constraints,  including  competing  claims  upon  limited 
capital  and  administrative  skills,  social  and  cultural  attitudes, 
and  political  pressures. 

Such  an  analysis  is  too  time-consuming  to  attempt 
for  all  development  fields  in  a  country.  Therefore  analysis  normally 
narrows  in  scope  as  it  proceeds  from  more  general  to  more  detailed 
levels,  identifying  at  each  stage  those  sectors  or  problems  which 
seem  to  play  a  key  role  and  therefore  warrant  closer  examination. 

Even  rather  crude  analysis  along  these  lines  permits 
aid  resources  and  influence  to  focus  on  key  changes  necessary  to 
accelerate  growth  and  restructure  the  economy.  As  analysis  is  carried 
further,  aid  goals  can  be  more  sharply  defined.  (It  might  be  noted  that 
sharper  definition  does  not  imply  narrower  scope.) 
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b.  A.I.D.  Experience  with  Establishing  Goals 


An  aid  agency' s  ability  to  devise  its  program  fully 
as  a  consequence  of  this  kind  of  analysis  is  evidently  circumscribed 
by  "real  world"  factors  (in  addition  to  the  existence  of  non-developmental 
objectives  of  foreign  assistance). 

First,  it  is  obvious  that  other  considerations  enter 
into  selection  of  aid  goals,  in  addition  to  the  identification  of  those 
fields  or  problems  on  which  progress  is  most  essential  in  view  of  the 
country's  level  of  development  and  potential  areas  of  comparative 
advantage.  A  donor  interested  in  maximizing  the  development 
effectiveness  of  its  assistance  would  select  from  among  a  list  of 
priority  goals  those  which  (i)  were  not  being  addressed  by  other 
donors,  and  (ii)  called  for  types  of  aid  which  it  could  administer 
effectively,  i.e.,  fields  of  activity  for  which  it  could  provide 
required  skills  and  commodities  at  competitive  or  better-than- 
competitive  prices  and  quality. 

Second,  the  volume  and  composition  of  project  aid 
in  any  given  year  is  largely  determined  in  the  short  run  by  activities 
already  under  way,  except  in  those  rare  cases  in  which  a  new  country 
program  is  started  or  a  limited  program  is  greatly  expanded. 

Third,  in  many  developing  countries  A.I.D.  is 
prepared  to  provide  a  flow  of  loans  for  sound  capital  projects  which 
substantially  exceeds  the  host  country's  ability  to  identify,  prepare 
and  propose  sound  projects.  Increased  assistance  for  pre-feasibility 
and  feasibility  surveys  eases  the  problem  only  slightly.  Therefore 
in  many  countries  A.I.D.  is  likely  to  finance  a  capital  project  which 
looks  economically  and  technically  sound  and  for  which  funds  on  suitable 
terms  are  not  available  from  other  sources,  even  if  the  project  has 
little  or  no  relation  to  the  goal  structure  of  the  rest  of  the  country 
assistance  program.  As  a  result,  capital  project  assistance  is  often 
poorly  integrated  with  other  A.I.D.  activities. 

Fourth,  poor  data  and  a  still  inadequate  understanding 
of  the  development  process  hamper  analysis  at  every  stage.  However,  once 
certain  sectors  or  problems  have  been  selected  as  particularly  important, 
continued  efforts  to  gather  information  over  the  longer  term  will  permit 
considerably  improved  analysis  and  performance. 

Fifth,  despite  vigorous  efforts  to  recruit  more 
general  economists  and  specialists  in  sector  analysis  (e.g.,  education 
planners,  agricultural  economists,  etc.  ),  the  best  staffed  field  missions 
at  present  have  perhaps  two  or  at  most  three  thoroughly  trained 
general  economists  and  very  few  missions  have  any  qualified  sector 


analysts.  International  and  domestic  U.S.  demand  for  education  planners, 
good  agricultural  economists  and  other  sector  analysts  greatly  exceeds 
supply,  and  A.I.D.  has  found  it  very  difficult  to  attract  the  kind  of 
talent  it  needs  to  conduct  the  analysis  sketched  above.  We  are  now 
experimenting  with  using  contract  teams  for  sector  analysis;  for 
example,  Education  and  World  Affairs  is  conducting  a  two-year  study 
of  education  problems  in  Nigeria,  and  the  RAND  Corporation  is  considering 
helping  in  Turkey  and  Colombia. 

Because  of  these  problems,  many  of  the  "goals"  outlined 
by  field  missions  still  serve  more  as  labelled  receptacles  for  the  set 
of  projects  being  carried  out  under  the  supervision  of  the  individual 
technical  divisions  in  the  mission,  rather  than  a  de  novo  grouping 
with  its  own  internal  logic  and  strength.  The  projects  may  be  well- 
or  ill-pLanned  individually  and  as  a  group,  but  superficial  "packaging" 
by  itself  adds  nothing  to  their  effectiveness. 

On  the  other  hand,  where  the  approach  has  been  taken 
seriously  and  supported  by  adequate  analysis,  it  has  led  to  significant 
changes  in  program  design,  and  to  better  directed  and  coordinated 
activities  and  influence.  For  example,  one  goal  in  the  Pakistan 
program  is  that  East  Pakistan  achieve  self-sufficiency  in  rice 
production  by  1970,  while  increasing  rice  yields  per  acre  to  permit 
crop  diversification.  Crop  diversification  may  in  turn  lead  to 
improved  nutrition  and  the  increased  production  of  export  crops.  This 
goal  of  producing  more  rice  and  higher  acreage  yields  provides  a 
unifying  focus  for  technical  assistance,  project  and  commodity  dollar 
loans,  local  currency  loans  and  grants,  and  influence  directed  to  many 
types  of  activity,  including  improved  planning,  agricultural  extension, 
training,  improved  supply  of  fertilizer,  pesticides,  seeds  and  other 
production  requisites,  irrigation,  marketing,  credit,  coastal 
embankments,  flood  control,  and  rural  works.  Most  of  these  kinds  of 
activity  were  already  under  way  when  the  goal  was  formulated,  but 
questions  of  volume,  phasing,  location,  and  specific  emphasis  (for 
example,  what  kinds  of  pest  control  to  emphasize)  are  now  determined 
by  considering  their  contribution  to  the  goal  of  increased  total 
production  and  acre  yields  of  rice. 


2.  Defining  Targets 


a.  Purpose  and  Nature  of  Targets 


Fairly  precise  achievement  targets  associated  with 
each  goal  serve  three  purposes,  (i)  They  facilitate  precise  planning, 
by  focusing  attention  on  how  much  and  what  kinds  of  progress  is 
feasible  and  desirable;  identifying  the  total  in-puts,  in  terms  of 
resources  skills,  and  changes  in  policies  and  procedures,  necessary 
to  achieve  this  progress;  and  finally  suggesting  the  share  of  total 
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resources  and  the  kinds  of  influence  the  donor  should  provide,  (ii) 
Time-phased  targets  also  permit  a  running  evaluation  of  progress,  so 
that  steps  can  be  taken  to  correct  lags.  (iii)  Finally,  targets  or 
benchmarks  permit  an  after-the-fact  assessment  of  performance,  which 
may  make  it  possible  to  apply  experience  with  one  problem  in  one 
country  to  similar  problems  elsewhere. 

One  or  two  hypothetical  examples  may  illustrate  the  kind  of 
targets  we  believe  to  be  helpful  in  planning  and  evaluation.  Assume 
that  increased  foreign  exchange  earnings  represent  one  key  goal  in  a 
relatively  advanced  developing  country  where  the  growth  of  exports  has 
failed  to  keep  pace  with  progress  in  other  fields.  In  this  case  it  is 
possible  to  set  a  quantitative  target  associated  with  the  goal--say,  a 
50%  improvement  in  export  performance  over  a  five  year  period.  This 
target  in  turn  reflects  detailed  estimates  of  potential  increases  in 
earnings  from  commodity  exports,  tourism,  remittances,  and  other  sources. 
Therefore  the  overall  target  can  be  supplemented  with  targets  for 
increased  earnings  from  those  sources  which  are  expected  to  make  the 
greatest  contribution  to  the  total  increase  in  foreign  exchange  earnings-- 
let  us  say,  an  80%  increase  in  earnings  from  mineral  exports,  and  a  200% 
increase  in  earnings  from  tourism.  The  next  step  is  to  identify  the 
actions  which  must  be  taken  if  the  targets  are  to  be  achieved.  In  the 
case  of  an  overvalued  exchange  rate  this  may  require  a  certain  amount  of 
devaluation.  Meeting  the  minerals  export  target  may  require  capital 
inputs  such  as  modernized  mining  equipment  and  easier  access  to  credit, 
technical  inputs  such  as  application  of  improved  mining  techniques,  and 
policy  inputs  such  as  revision  of  the  mining  code  and  adjustment  of 
freight  and  loading  charges  for  certain  types  of  ore.  These  conclusions 
will  point  to  the  need  for  new  or  continued  aid  activities,  and  for 
experts  to  encourage  and  assist  the  host  government  to  take  the  needed 
policy  measures. 

Another  goal  might  be  reorientation  of  the  formal  education 
system  to  better  serve  manpower  and  other  developmental  needs.  Although 
no  single  over-all  target  can  be  associated  with  this  goal,  a  number  of 
contributing  targets  can  be  identified.  One  such  target  might  be  a  shift 
in  the  distribution  of  students  at  secondary  and  higher  levels  from 
generalist  to  technical  and  professional  fields  of  study.  If  a  key 
bottleneck  to  such  a  shift  were  poor  mathematics  and  science  preparation 
in  the  early  secondary  school  years,  another  target  might  be  a  specified 
increase  during  a  five-year  period  in  the  number  of  qualified  mathematics 
and  science  teachers  at  this  level.  Still  another  target  might  be  the 
introduction  over  the  five-year  period  of  terminal  technical  and  commercial 
programs  at  secondary  and  sub -university  level,  on  a  scale  adequate  to 
train  a  specified  number  of  students  annually. 

As  these  examples  suggest,  targets  may  be  quantitative,  e.g., 
percentage  increase  in  mineral  exports,  or  qualitative,  e.g.,  revision 
of  the  mining  code.  Since  many  of  the  most  important  tasks  in  the 
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developing  countries  are  essentially  qualitative,  insisting  on  artificial 
quantification  is  not  helpful  and  may  be  self-defeating.  What  is 
important  is  that  the  target  be  precise  enough  to  permit  formulation 
of  a  course  of  action  to  achieve  it,  and  of  "mid-term"  and  "terminal" 
assessment  of  whether  it  has  been  achieved. 

The  examples  also  illustrate  our  view  that 
meaningful  targets  must  be  framed  in  terms  of  host  country  accomplish¬ 
ments,  rather  than  in  terms  of  accomplishments  attributable  directly 
and  entirely  to  aid  and  the  donors.  This  reflects  the  fact  that  the 
essence  of  the  aid  process  is  bringing  about  desired  changes  in  the 
host  country  situation  with  marginal  inputs --marginal  resources  and 
marginal  influence.  Efficient  construction  of  a  capital  facility  or 
successful  completion  of  a  technical  training  project  is  not  significant 
in  isolation.  Only  if  the  facility  or  the  skills  are  coupled  with  other 
actions  to  bring  about  priority  changes  is  the  assistance  really 
"effective".  Recognizing  this  from  the  start — stating  targets  in 
terms  of  changes  in  the  host  country  situation  and  considering  the  full 
range  of  action  needed  to  achieve  the  targets--may  lead  to  better  project 
selection  and  design,  increased  complementarity  among  projects,  and  more 
systematic  use  of  influence. 

b.  A.I.D. ’s  Experience  with  Establishing  Targets 


A.I.D.'s  experience  with  establishing  targets  and 
using  them  for  planning  and  evaluation  purposes  is  very  limited  thus 
far.  Fairly  specific  targets  have  long  been  included  in  the  field 
missions'  annually  up-dated  descriptions  of  each  technical  assistance 
project.  But  these  targets  relate  solely  to  the  individual  project. 

While  they  are  useful  in  assessing  whether  the  project  is  proceeding  as 
planned,  they  do  not  help  us  assess  whether  the  project  is  really 
worthwhile  and  is  having  the  intended  broader  effect. 

Several  years  ago  an  effort  was  made  to  require  broader 
quantified  targets  attached  to  each  major- program  goal.  However,  the 
requirement  was  at  once  so  general  and  so  rigid  that  field  missions 
either  ignored  the  instruction  or  submitted  meaningless  targets. 

A  more  flexible  and  detailed  system  of  five-year 
goals  and  targets  is  being  attempted  this  year  on  an  experimental  basis 
for  nine  major  country  assistance  programs.  If  the  experiment  proves 
useful  as  a  planning  and  evaluation  device,  the  requirement  that 
output  targets  be  established  will  be  extended  from  these  nine 
programs  to  all  or  most  other  A.I.D.  country  programs. 

Partial  results  available  thus  far  suggest  that 
where  a  goal  is  well-defined  and  aid  activities  are  systematically 
related  to  the  goal,  it  is  fairly  simple  to  construct  rather  precise 
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five-year  targets  and  to  spell  out  the  most  important  host  country  and 

A. I.D.  actions  necessary  to  achieve  the  target.  However,  it  becomes 
quite  difficult  to  construct  meaningful  targets  if  a  goal  is  less 
well-thought-through,  and  aid  activities  are  less  well  articulated. 

This  suggests  a  need  for  tighter  analysis,  rather  than  discrediting 
the  concept  of  targets.  In  our  limited  experience,  while  it  is  easier 
to  establish  quantitative  targets  for  inherently  quantitative  goals 
(e.g.,  increased  production,  increased  supply  of  trained  manpower,  etc.) 
than  for  institutional  development  goals  (e.g.,  reorientation  of  an 
education  system),  it  is  not  difficult  to  construct  reasonably  precise 
qualitative  targets  with  respect  to  institutional  development  and  policy 
changes.  Finally,  it  may  be  worth  noting  that  A.I.D.  country  desk 
officers  in  Washington  found  it  much  more  difficult  to  spell  out  targets 
and  associated  inputs  than  did  field  mission  staff  who  are  much  more 
thoroughly  familiar  both  with  the  host  country  situation  and  with  details 
of  the  aid  program. 

B .  Using  Influence  Effectively 

The  discussion  of  goals  and  targets  applied  both  to  the 
effective  use  of  aid  as  additive  resources  and  to  effective  use  of 
aid  to  influence  host  country  self-help  measures.  In  the  long  run, 
aid's  "influence  potential"  is  much  more  important  than  its  resource 
contribution.  This  is  true  for  two  reasons.  Total  aid  from  all 
sources  has  probably  contributed  roughly  20$  of  total  investment 
in  the  developing  countries  in  the  past  few  years.  The  use  made 
of  the  remaining  80$  is  clearly  much  more  important  in  accelerating 
growth  than  is  the  use  of  aid  alone.  Furthermore,  policies  and 
procedures --import  licensing  arrangements,  investment  codes,  marketing 
board  pricing  policies,  power  transportation  rate  structures,  tax 
provisions,  to  name  only  a  few--affect  economic  development  at  least 
as  powerfully  as  the  presence  or  absence  of  adequate  infrastructure 
or  technical  skills.  Successful  efforts  to  influence  macro-economic 
and  sectoral  policies  are  likely  to  have  a  greater  impact  on  growth 
than  the  added  capital  and  skills  financed  by  aid. 

1.  Types  of  Influence 


It  is  useful  to  distinguish  between  the  more  general 
concept  of  influence  and  the  narrower  concept  of  leverage.  Leverage 
goes  beyond  influence  and  persuasion  to  condition  aid,  explicitly  or 
implicitly,  on  specified  host  country  action.  Leverage  may  be  negative 
or  positive:  aid  may  be  withheld  unless  certain  conditions  are  satisfied, 
or  additional  aid  may  be  made  available  if  host  country  performance 
achieves  specified  standards.  Positive  leverage  is  sometimes  called 
"incentive  programming". 
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It  is  also  useful  to  distinguish  between  rewarding 
overall  performance  by  generous  aid  allocations  ( thereby  presumably 
encouraging  continued  good  performance,  and  perhaps  inducing  other 
countries  to  improve  their  policies),  and  using  current  aid  negotiations 
to  encourage  specific  future  self-help  measures.  The  first  approach 
is  general  and  "ex  post" ;  the  second  approach  is  specific  and  "ex  ante". 
The  1961  Report  of  the  President's  Task  Force  on  Foreign  Assistance 
relied  on  persuasion  as  the  primary  technique  for  influencing  aid 
recipients  to  undertake  reforms.  It  stressed  the  need  to  concentrate 
U.S.  assistance  in  those  countries  which  performed  best,  thereby  both 
placing  our  assistance  where  it  would  be  most  effectively  used  and 
inducing  other  countries  to  improve  their  performance.  However,  the 
pattern  of  U.S.  aid  allocations  has  not  always  favored  good  performers 
clearly  enough  to  exercise  a  strong  demonstration  effect.  Moreover, 
specific  self-help  measures  call  for  decision  and  action  by  individual 
host  country  officials  or  agencies.  Except  for  very  major  macro- 
economic  decisions  taken  at  the  highest  levels,  the  connection  between 
specific  decisions  and  the  possibility  of  increased  aid  available 
in  the  future  to  the  country  as  a  whole  (not  necessarily  to  the 
agency  which  must  implement  the  reform)  is  too  tenuous  to  have 
much  direct  impact.  Therefore  during  the  past  three  years  A.I.D.  has 
tried  to  develop  techniques  for  using  current  aid  negotiations  to 
encourage  specific  self-help  measures. 

2.  The  "influence  potential"  of  different  forms  of  aid 


Potentially,  all  forms  of  aid  can  be  used  to  exercise 
influence.  Some  forms  of  aid  are  better  suited  to  influencing  macro- 
economic  policies;  others  relate  more  readily  to  sector  or  sub-sector 
policies. 


Much  technical  assistance  is  primarily  designed  to 
influence  policies  and  procedures  directly  through  providing 
technical  advice,  or  indirectly  through  training  and  association 
designed  to  influence  attitudes  and  increase  analytic  skills. 

However,  with  rare  exceptions,  technical  assistance  has  been  used 
for  leverage  only  to  facilitate  the  operation  of  the  project  itself, 
e.g.,  refusal  to  enter  into  or  continue  a  project  unless  adequate 
counterparts  are  provided  or  the  host  country  fulfills  commitments 
regarding  office  space,  transportation  or  other  supporting  services. 
The  fact  that  technical  assistance  projects  are  rarely  used  for 
leverage  on  host  country  actions  beyond  the  scope  of  the  projects 
themselves  reflects  the  assumption  that  host  governments  are  probably 
not  so  eager  to  get  or  keep  specific  technical  assistance  that  they 
are  willing  to  alter  sectoral  or  sub-sectoral  policies  or  procedures. 
Most  technical  assistance  projects  are  relatively  small.  Often  they 
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reflect  the*donor's  view  of  what  needs  to  be  done  more  than  the  host 
government's  priorities.  Many  countries  do  not  count  technical  assistance 
as  part  of  the  aid  level. 

There  is  another  constraint  on  using  technical  assistance 
to  exert  leverage.  Effective  technical  assistance  depends  much  more 
directly  and  heavily  than  other  forms  of  aid  on  good  relations  between 
the  foreign  technicians  and  the  organization  or  officials  with  whom 
they  work.  Pressure  for  reforms,  say,  in  sectoral  or  sub-sectoral 
policy  might  or  might  not  require  decision  or  action  from  the  counter¬ 
part  organization  itself.  If  it  did,  and  if  the  pressure  were  resented, 
the  gains  from  the  immediate  improvement  in  policy  might  be  vitiated  by 
reduced  long-run  effectiveness  of  the  technical  assistance  itself. 

Project  capital  assistance  can  be  used  to  exert  both 
general  influence  and  specific  leverage  on  host  country  actions.  At 
the  simplest  level,  virtually  all  donors,  bilateral  and  multilateral, 
insist  that  engineering  and  technical  criteria  essential  to  the  success 
of  the  capital  project  itself  be  satisfied.  Most  donors  call  for 
some  host  country  contribution  to  local  costs.  These  requirements 
themselves  may  have  a  constructive  influence,  by  educating  host 
country  officials  in  what  constitutes  a  well -planned  project. 

However,  these  conditions  also  slow  the  rate  of  commitments  and 
disbursements.  The  proper  balance  between  maintaining  a  given  level 
of  project  standards  and  maintaining  or  expanding  the  investment 
program  depends  on  individual  country  circumstances. 

Moreover,  A.I.D.,  the  IBRD,  and  other  donors  have  not 
infrequently  attached  to  capital  project  aid  conditions  going  beyond 
the  scope  of  the  individual  project.  Narrowly  conceived,  most  often 
conditions  relate  to  the  efficient  use  of  the  project — e.g.,  provision 
for  adequate  maintenance,  or  altered  rate  structure  (for  a  power 
project).  But  they  may  also  affect  the  performance  of  the  entire 
sector  or  sub-sector.  For  example,  a  sizeable  A.I.D.  loan  for  road 
construction  in  Afghanistan  was  conditioned  on  the  Government's 
establishing,  staffing  and  budgeting  for  an  adequate  road  maintenance 
organization.  Loans  for  power  stations  in  Korea  were  conditioned  on 
changes  in  rate  structure  designed  to  encourage  a  more  economical  use 
of  electricity  and  enhance  the  investment  incentive  in  the  power  field. 

Perhaps  the  most  important  constraint  on  the  use  of 
capital  project  aid  for  leverage  is  the  fact  that  for  many  developing 
countries,  the  volume  of  assistance  available  from  all  sources  for 
well-designed  capital  projects  substantially  exceeds  the  availability 
of  project  proposals  which  meet  technical  and  economic  criteria.  If 
donors  are  competing  for  good  projects,  they  are  deterred  from  attaching 


-11- 


conditions  extending  beyond  the  scope  of  the  project.  Even  if  competition 
is  not  a  factor,  political  pressure  to  maintain  a  flow  of  aid  discourages 
any  delay  in  obligations  or  commitments  of  funds  for  sound  projects. 

A.I.D.  is  currently  exploring  new  techniques  to  increase 
influence  on  over-all  and/or  sector  policies  through  project  lending. 

One  possible  approach  is  to  select  a  sector  or  problem  area  (in  the 
context  of  country  analysis  described  in  A  above)  and  indicate  to  the 
host  government  an  interest  in  giving  in-depth  assistance  for  the 
development  of  that  sector.  We  would  either  offer  to  finance  or  ask 
the  recipient  to  finance  a  thorough  study  of  the  sector — of  its  prospects, 
its  development  relative  to  the  growth  of  the  entire  economy,  its 
requirements,  and  alternative  means  of  satisfying  those  requirements. 

Such  a  study  would  include  feasibility  studies  of  a  number  of  projects 
in  the  sector.  Upon  completion  of  the  survey,  we  would  offer  to  finance 
a  specified  number  of  projects  at  a  specified  sum  and  to  supply  or 
finance  technical  assistance  for  the  projects  and  the  operation  of 
institutions  within  the  sector.  The  offer  would  be  conditional  on 
the  host  government's  undertaking,  the  policy  adjustments  and  other 
measures  identified  in  the  sector  stidy  as  necessary  for  real  progress 
in  the  sector. 


A.I.D.  has  thus  far  found  program  (commodity)  assistance 
the  most  powerful  and  flexible  form  of  aid  for  influencing  macro- 
economic  policies.  This  is  true  for  several  reasons: 

(i)  Commodity  aid  is  almost  always  larger  in  volume  than 
individual  projects;  in  a  number  of  countries  U.S.  commodity  assistance 
substantially  exceeds  total  project  aid. 

(ii)  Most  donors  are  reluctant  to  provide  commodity  aid. 

Yet  it  may  be  badly  needed  at  certain  stages  of  development,  to 
permit  fuller  utilization  of  existing  facilities  and  to  support 
widely  scattered  small  capital  improvements  which  are  difficult  to 
finance  on  a  project  basis.  Moreover,  commodity  aid  flows  quickly; 
its  effects  on  the  economy  are  prompt.  Therefore  commodity  aid  is 
strongly  desired  and  has  high  scarcity  value. 

(iii)  Since  commodity  aid  provides  equipment,  raw  materials 
and  spare  parts  for  the  economy  as  a  whole,  linking  commodity  aid  to 
macro-economic  policies  is  more  likely  to  appear  reasonable  and 
appropriate  to  the  recipient.  Therefore  program  loan  negotiations 
permit  access  to  discussion  of  a  wide  range  of  issues.  The  volume 
of  program  lending  is  usually  based  on  an  analysis  of  balance  of 
payments  requirements.  This  can  easily  be  broadened  into  a  general 
review  of  the  economic  situation,  conducted  jointly  with  the  host 
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government,  and  resulting  in  decisions  both  about  the  volume  of  aid 
and  about  required  self-help  actions.  Recent  program  loan  agreements 
with  Brazil,  Chile,  Colombia  and  Korea  have  provided  for  joint  quarterly 
reviews  of  the  economic  situation  and  of  progress  on  particular  problems. 

(iv)  Since  commodity  aid  can  be  increased  or  decreased  at 
the  margin  or  delayed  in  timing,  it  provides  a  credible  incentive. 

The  program  loan  agreements  with  Brazil,  Chile,  and  Colombia  mentioned 
above  provide  that  assistance  will  be  released  in  quarterly  tranches, 
contingent  on  host  country  performance  as  measured  by  agreed  indicators. 

A  recent  agreement  with  Korea  provided  "incentive  funds"  for  five  specific 
policy  reforms:  progress  on  any  one  of  them  would  be  "rewarded"  with  a 
small  increment  in  the  total  program  loan,  and  adequate  performance  on 
all  five  would  result  in  release  of  the  full  $10  million  provided  under 
the  loan  agreement. 

(v)  Some  of  the  most  important  self-help  measures  needed 
in  many  developing  countries  require  external  support  at  the  time  the 
measure  is  taken  as  a  precondition  for  its  success.  For  example, 

U.S.  willingness  to  make  a  larger  part  of  its  total  aid  available  in 
the  form  of  commodity  assistance,  helping  to  meet  a  possible  surge  in 
foreign  exchange  requirements,  played  a  significant  part  in  Pakistan's 
decision  to  liberalize  import  controls  in  July  196U.  Measures  to 
stimulate  private  sector  activity  may  also  require  program  loan  support. 

3.  Maximizing  influence 


While  A.I.D.'s  experience  with  systematically  maximizing 
influence  is  limited,  a  few  broad  principles  are  clear. 

The  first  principle  is  obvious:  the  donor  must  understand 
the  country  situation  well  enough  to  identify  the  most  important  self- 
help  measures  needed.  While  easy  to  state,  this  is  not  easy  to  do. 
Therefore  the  kind  of  analysis  described  in  A  above  is  essential  for  the 
effective  use  of  influence. 

The  second  principle  is  mutual  respect  and  the  open 
exchange  of  views  between  the  donor  and  recipient.  The  developing 
countries  themselves  increasingly  accept  the  idea  that  donors  have 
a  legitimate  interest  in  the  development  policies  and  programs  of 
aid  recipients.  But  the  relationship  is  inherently  delicate.  Even 
if  the  host  government  is  receptive,  there  are  always  groups  within 
the  country  ready  to  cry  "interference" • 

Moreover,  unless  the  host  country  really  understands 
and  accepts  the  need  for  measures  it  is  urged  to  undertake,  it  may 
conform  to  the  letter  of  the  agreement  while  finding  ways  to  defeat 
its  purpose.  Or  it  may  simply  fail  to  meet  its  commitments.  For 
example,  in  March  1963  an  agreement  between  the  U.S.  and  Brazil 
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(known  as  the  Bell-Dantas  agreement)  was  concluded  in  which  Brazil 
agreed  to  take  measures  to  curb  inflation  and  improve  its  financial 
situation,  while  the  U.S.  agreed  to  make  available,  subject  to 
applicable  legislation  and  contingent  on  Brazilian  performance, 
approximately  $1+00  million  for  the  period  March  1963  through  May  1961;. 
(This  sum  included  Export-Import  Bank  and  Treasury  credits  and  PL  lj.80 
commodities  as  well  as  A.I.D.  assistance.)  It  gradually  became  clear 
that  Finance  Minister  Dantas  lacked  sufficient  support  within  the 
Brazilian  Government  to  implement  his  program.  Dantas  was  replaced 
in  June  1963 .  Beyond  the  initial  tranche  that  had  been  released 
immediately,  the  U.S.  limited  further  assistance  during  the  remainder 
of  the  Goulart  regime  to  PL  I4.8O,  project  assistance,  and  programs  in 
the  Northeast. 


Even  where  the  host  government  understands  the  need  for  and 
is  committed  to  implementing  agreed  reforms,  no  mechanistic  formula  is 
adequate  to  ensure  effectiveness.  In  Chile,  for  example,  a  program 
loan  agreement  concluded  in  1963  (negotiated  in  collaboration  with  the 
IMF,  the  IBRD,  and  other  DAC  donors),  stipulated  that  Chile  take  certain 
stabilization  measures  and  achieve  a  substantial  surplus  on  current 
account  from  which  the  bulk  of  public  investment  would  be  financed.  IMF 
and  A.I.D.  officials  reviewing  Chilean  performance  later  in  the  year 
agreed  that  the  conditions  were  met,  yet  severe  inflation  and  other 
major  problems  persisted.  In  this  case  explicit  leverage  attached  to 
precise  targets  was  effective  in  a  narrow  sense  but  failed  of  its  real 
goal.  This  suggests  both  a  need  for  improved  understanding  of  the 
problem  and  the  importance  of  continued  close  consultation  with  the 
host  government. 

The  most  outstanding  examples  of  effective  influence--e.g. , 
import  liberalization  in  Pakistan,  were  based  on  months  or  years  of 
discussion  with  host  government  officials,  and  the  gradual  reinforcing 
of  the  views  of  those  within  the  government  who  favored  the  reform. 

The  opportunity  to  maintain  such  a  dialogue  is  one  of  the  strongest 
arguments  for  substantial  field  missions  and  sustained  field  mission 
input. 


Despite  the  importance  of  basing  influence  on  informal  and 
continuing  discussion  with  host  country  officials  and  influential 
private  individuals,  A.I.D.  is  convinced  that  it  is  useful  to  make  an 
understanding  explicit  and  formal  by  incorporating  it  into  aid  agree¬ 
ments  and  providing  for  periodic  review. 

It  is  easier  to  reach  agreement  on  specific  self-help 
measures  if  there  is  a  mutually  agreed  framework  of  general  principles. 
The  Charter  of  Punta  del  Este  to  some  extent  precommits  Latin  American 
governments  to  the  principle  of  reform.  The  annual  reviews  conducted 
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by  the  Panel  of  Wise  Men  of  the  Inter -American  Committee  for  the  Alliance 
for  Progress  (CIAP)  reinforced  and  provided  a  multilateral  context  for 
U.S.  efforts  to  encourage  improved  performance  in  Latin  America. 

In  many  cases,  the  U.S.  is  of  course  not  the  only  donor  country, 
nor  even  the  major  donor  country.  The  IBRD -IDA,  the  IMF  and  other 
multilateral  institutions  also  play  an  important  role  in  many  countries 
where  the  U.S.  has  assistance  programs.  Clearly,  where  more  than  one 
major  donor  is  involved,  coordination  is  important  not  only  for  most 
efficient  resource  use  but  also  to  make  most  constructive  use  of  influence. 
It  follows  that  we  should  seek  ways  to  agree  with  other  donors  on  the 
scale  of  requirements,  the  self-help  efforts  which  may  be  desirable, 
and  the  best  ways  of  influencing  the  recipient  country. 

In  a  number  of  cases,  consortia  or  consultative  groups,  sponsored 
by  the  OECD,  World  Bank,  or  Inter-American  Development  Bank,  have 
provided  a  useful  forum  in  which  donors  could  coordinate  their  views. 

The  United  States  has  encouraged  those  groups  of  which  it  is  a  member 
to  give  greater  emphasis  to  identifying  and  encouraging  needed  self- 
help  measures,  in  some  cases  as  a  precondition  for  assistance.  Although 
multilateral  institutions  may  feel  they  need  to  move  more  gradually  and 
carefully  than  bilateral  donors  in  insisting  on  adequate  self-help 
measures  by  countries  which  are  members  of  those  institutions,  there  is 
a  clear  trend  toward  greater  recognition  and  acceptance  of  performance 
requirements  in  the  multilateral  context.  Indeed,  multilateral 
institutions,  free  from  actual  or  suspected  political  motivations  and 
acting  in  concert  with  bilateral  donors,  may  be  able  to  encourage 
greater  self-help  efforts  than  would  result  from  strictly  bilateral 
negotiations.  Even  where  there  is  no  formal  consortium  or  consultative 
group,  the  U.S.  has  found  it  helpful  to  conduct  negotiations  for  explicit 
self-help  understandings  parallel  to,  and  where  possible  jointly  with, 
negotiations  between  the  recipient  and  the  IMF  (where  stabilization 
is  involved),  the  IBRD,  other  multilateral  lending  institutions,  and 
other  bilateral  donors. 

For  maximum  influence  on  development  policies,  incentive 
programming  must  not  only  build  on  past  and  facilitate  future  discussion 
and  persuasion,  but  must  also  be  coupled  with  the  ex  post  approach  of 
allocating  aid  among  countries  roughly  in  accord  with  their  achievements. 

C.  Evaluation 


The  term  "evaluation"  is  used  by  A.I.D.  to  apply  to  at  least 
four  different  functions: 

(i)  compliance  control,  e.g.,  observance  of  legislative  and 
administrative  requirements. 
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(ii)  management  improvement,  e.g.,  evaluation  and  improvement 
of  Agency-wide  procedures  and  administration;  analysis  of  specific 
management  problems  and  formulation  of  solutions  for  these  problems. 

(iii)  assessment  of  project  implementation,  e.g.,  evaluation 
of  the  efficiency  with  which  specific  assistance  activities  are  being 
carried  out,  in  terms  of  the  original  work  plan  and  targets. 

(iv)  assessment  of  actual  contribution  to  development. 

Compliance  control,  including  audit  and  inspection 
mechanisms,  are  used  by  all  responsible  financing  institutions,  and 
presumably  are  not  of  particular  interest  to  this  conference. 

All  large  organizations  also  have  arrangements  for 
assessing  and  improving  management  and  procedures,  and  for  breaking 
administrative  and  implementation  bottlenecks.  In  A.I.D.,  the 
Office  of  Management  Planning  has  a  wide  range  of  responsibilities 
of  this  kind.  There  is  also  an  Operations  Review  Committee,  chaired 
by  the  Deputy  Administrator  and  composed  of  senior  AID/Washington 
officials,  which  acts  as  a  high-level  "bottleneck  breaker".  An 
Operations  Evaluation  Staff,  consisting  of  five  senior  evaluation 
officers  (often  former  mission  directors),  is  attached  to  the 
Administrator's  Office.  Members  of  this  staff  look  into  problems 
both  in  Washington  and  in  the  field  missions,  and  submit  brief  written 
reports  and  more  extensive  oral  reports.  The  Operations  Evaluation 
Staff  is  concerned  with  problems  of  management,  project  implementation, 
and  the  overall  composition  of  country  programs;  it  thus  performs  a 
variety  of  evaluation  functions. 

This  conference  is  primarily  interested  in  techniques 
of  evaluating  development  effectiveness.  A.I.D.  finds  that  while 
evaluating  implementation  and  evaluating  development  effectiveness 
are  conceptually  distinct,  in  practice  they  tend  to  merge.  Field 
mission  technical  divisions  are  responsible  for  continuously  reviewing 
the  progress  of  particular  projects  in  their  fields.  Whenever  new  funding 
is  required — annually,  or  less  frequently  in  the  case  of  projects 
being  implemented  under  longer-term  contracts--pro jects  presenting 
special  problems  or  of  doubtful  value  are  singled  out  for  higher  level 
review,  starting  with  the  mission  director  and  proceeding  as  necessary 
through  various  echelons  of  Washington  review.  These  periodic  reviews 
usually  include  both  an  appraisal  of  implementation  and  a  reassessment 
of  the  project's  developmental  value. 

The  annual  program  review  process  is  the  major  channel 
for  evaluating  whether  current  assistance  efforts  as  a  whole  appear 
adequate  in  volume  and  composition  to  achieve  stated  objectives  and 
goals. 
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Since  most  programs  consist  largely  of  continuing  activities, 
the  review  process  inevitably  requires  a  reassessment  of  current  efforts 
as  well  as  judgments  regarding  proposed  new  activities.  The  review 
process  is  conducted  successively  within  the  field  mission,  in  the 
appropriate  regional  bureau  in  Washington,  and  finally  (for  all  major 
country  programs  and  selected  smaller  programs)  by  the  Administrator 
or  his  Deputy.  Until  this  year,  this  entire  process  has  compressed  into 
the  July-October  period.  This  year  the  process  is  being  started 
earlier  (in  May)  to  permit  a  fuller  exchange  of  views  and  questions. 

The  evaluation  component  of  the  annual  reviews  is  supple¬ 
mented  by  ad  hoc  visits  to  field  missions  on  the  part  of  Operations 
Evaluation  Staff  members  or  regional  bureau  teams  or  senior  officers. 

While  ad  hoc  field  trips  and  the  annual  reviews  may  attempt 
some  evaluation  of  the  contribution  of  current  activities  to  current 
growth,  these  efforts  are  handicapped  by  the  fact  that  the  developmental 
impact  of  many  aid  activities  may  take  a  number  of  years  to  become 
evident.  Moreover,  indirect  effects  often  are  as  or  more  important 
than  direct  effects. 

Therefore,  to  learn  more  about  the  effectiveness  of  different 
assistance  forms  and  techniques  of  aid  administration,  it  is  important 
to  evaluate  the  impact  of  past  activities  on  development. 

A.I.D.  has  sponsored  a  rather  comprehensive  retrospective 
assessment  of  U.S.  economic  aid  to  Taiwan  over  the  fifteen-year  period 
1951-1965.  This  study  was  conducted  under  the  direction  of  Dean 
Neil  H.  Jacoby  of  the  University  of  California  at  Los  Angeles,  and 
evaluates  the  broad  effects  of  aid  on  the  rate  and  pattern  of  economic 
growth  and  on  social  and  political  evolution,  as  well  as  the  more 
specific  accomplishments  and  shortcomings  of  aid  allocation  and 
administration. 

A.I.D.  has  also  conducted  studies  of  the  impact  of  specific 
types  of  assistance,  drawing  samples  from  a  number  of  countries.  For 
example,  a  study  has  been  made  of  the  effectiveness  of  participant 
training  in  terms  of  the  use  made  in  the  developing  countries  of 
returned  trainees. 

Finally,  the  Program  Coordination  Staff  conducts  continuing 
cross-section  analyses  of  the  relationships  between  the  volume  of 
assistance  and  recipient  performance  measured  in  terms  of  selected 
macro -economic  variables  (rate  of  growth  of  GNP,  marginal  savings  and 
investment  rates,  trade  volume  and  pattern,  etc.) 

Although  we  believe  that  these  studies  are  valuable,  it  is 
clear  that  far  too  little  effort  has  been  devoted  to  retrospective  analysis 
of  the  actual  contribution  to  development  of  specific  aid  programs  and 
activities.  Over  time,  we  hope  to  build  up  a  much  more  extensive  body 
of  analysis  to  supplement  the  continuing  assessment  of  on-going  programs. 
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toward  a  more  effective  alliance  for  progress 


introduction 


The  Alliance  for  Progress  symbolized  a  substantial 
reorientation  of  United  States  policy  toward  Latin  America. 

Unfortunately,  it  started  at  a  time  of  increasing  economic 

difficulties  and  declinincr  arnwt-h  -r  =>+■<* 

j. growth  rates  m  most  Latin 

American  countries.  Since  1962  U.S.  assistance  under  the 
Alliance  has  prevented  a  fall  in  the  inflow  of  capital, 
but  economic  progress  has  fallen  short  of  the  aspirations 
created.  Furthermore,  since  much  of  the  attention  of  Latin 
American  governments  and  the  United  States  has  had  to  be 

focussed  on  short  term  problems,  steps  taken  to  remedy  the 

underlying  def icienci  <=><=  +--u^ 

lencies  in  the  economic  and  social  structure 

have  not  yet  reached  fruition. 

In  comparison  to  other  areas  of  major  U.S.  interest, 
Latin  America  suffers  from  the  late  start  of  economic 

1 stance  on  a  significant  scale  and  from  the  exceptionally 
large  amount  of  external  debt  that  was  accumulated-prior  - 
to  1960.  Contrary  to  the  popular  impression  in  the  United 
States,  there  has  not  been  any  increase  in  the  net  flow  of 
resources  to  Latin  America  in  the  past  five  years.  Increased 
ending  by  international  agencies  and  the  United  States  under 
the  Alliance  has  just  offset  repayments  of  prior  debt  'and 
a  falling  off  in  other  sources  of  finance. 
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More  rapid  and  effective  development  in  Latin  America 
is  of  great  importance  to  the  United  States.  A  continuation 
of  present  rates  of  economic  growth  combined  with  a  rapidly 
expanding  population  will  result  in  rising  underemployment 
and  political  instability.  This  phenomenon  is  particularly 
dangerous  because  it  tends  to  be  concentrated  increasingly 
in  the  larger  cities. 

This  paper  will  examine  the  means  of  achieving  a  more 
effective  development  process  in  Latin  America,  using  as  a 
basis  for  comparison  U.S.  experience  with  major  development 
efforts  in  other  parts  of  the  world.  My  principal  conclusion 
is  that  a  concentrated  effort  to  accelerate  economic  growth 
is  very  desirable  not  only  for  its  social  and  political  effects 
in  Latin  America  but  also  because  it  is  likely  to  be  less 
expensive  for  the  United  States  in  the  long  run. 

1  *  CURRENT  TRENDS  IN  LATIN  AMERICA 

To  make  United  States  participation  in  the  Alliance 
for  Progress  more  effective,  it  is  necessary  to  identify  the 
weaknesses  in  recent  Latin  American  economic  performance  and 
the  extent  to  which  they  can  be  overcome  through  U.S.  policies. 
The  following  survey  focusses  on  features  which  bear  particularly 
on  aid  and  trade  policies. 

A.  The  Capacity  to  Develop.  Although  Latin  America  has 
a  much  higher  level  of  income  than  other  underdeveloped  regions, 
it  has  shown  only  average  ability  to  raise  its  per  capita  income 
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m  the  past  fifteen  years.  Some  basic ‘ indicators  of  development 
are  given  in  Table  1.  For  the  region  as  a  whole,  there  has 
been  a  fairly  steady  downward  trend  in  the  growth  of  per 
capita  income,  from  a  rate  of  2.3%  in  1950-55  to  2.0%  in 
1955-60,  and  1.5%  in  1961-65. ^  The  recovery  to  more  than 
2.5%  m  1964  and  1965  reflects  mainly  the  resumption  of 
growth  m  Argentina  and  Brazil  after  the  slump  of  the  previous 
two  years  and  cannot  be  taken  as  convincing  evidence  of  a 
reversal  of  the  long-term  downward  trend. 


Part  of  this  reduction  in  per  capita  income  growth  is 
due  to  the  acceleration  in  population’  growth,  which  is  now 
2.9%  for  the  region  and  may  go  even  higher.  Only  the  more 
advanced  societies  of  Argentina,  Chile  and  Uruguay  have 
substantially  lower  rates;  almost  all  of  the  other  countries 
approximate  population  growth  rates  of  3%  or  more. 

In  contrast  to  most  Asian  countries,  Latin  America  is 
relatively  well  endowed  with  natural  resources  in  relation 
to  its  population.  Most  Latin  American  countries  are  also 
better  equipped  with  skilled  manpower  and  other  human  resources 
and  their  rates  of  capital  f ormation'are  at  least  as  high  as 
those  of  Asia  and  Africa.  in  short,  the  supply  of  resources  . 
can  be  regarded  as  favorable  to  development.  In  Latin 


The  mosi_  recent  comprehensive  analysis  of  current 

evelopment  performance  is  given  in  the  O.A.S.  Secretariat 

P^Sr  "I-1!6  Future  of  Latin  America's  Development  and  the 

"Or  Pr°qres^  11  (CIES/847,  Feb.  1966).  The  statistics 

the  O  aT  arS  AID  {PC/SRD>  *  The  comparable  rates  from 

the  O.A.S.  paper  are  2.4%,  1.8%,, and  1.5%  respectively. 
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American  countries  the  main  obstacles  to  more  rapid 
development  can  be  found  in  the  structure  of  their 
economies  and  the  ineffectiveness  of  their  development 
policies . 

The  dominant  factor  affecting  Latin  American  development 
over  the  past  twenty  or  thirty  years  has  been  the  failure  to 
adjust  exports  and  imports  to  the  needs  of  an  expanding 

o 

economy.  Since  few  countries  have  succeeded  in  diversifying 
their  exports,  their  supplies  of  foreign  exchange  depend 
heavily  on  the  variation  in  world  markets  for  a  few  primary 
products  --  notably  coffee,  petroleum,  copper,  and  wheat. 

Most  countries  have  maintained  overvalued  exchange  rates, 
largely  because  the  demand  for  their  major  primary  exports 
is  inelastic.  They  have  thus  failed  to  provide  market 
incentives  for  the  development  of  new  exports  of  agricultural 
and  manufactured  commodities.  The  combination  of  slow- growth  ' 
in  world  demand  for  their  major  exports  and  their  own- 
inefficient  balance  of  payments  policies  has  resulted  in  overall 
growth  of  Latin  American  exports  of  only  3.8%  per  year  since 
1950.  Since  the  net  capital  inflow  has  also  been  stagnant, 
the  supply  of  imports  into  Latin  America  in  1965  is  scarcely 
above  the  per  capita  level  reached  in  1950,  while  in  most 
other  regions  of  the  world  imports  on  a  per  capita  basis  have 
increased  substantially. 

The  shortage  of  imported  capital  goods  and  raw  materials 
has  seriously  hampered  growth  in  most  of  the  more  industrialized 
countries  —  notably  Argentina,  Brazil,  Chile,  Colombia,  and 
Uruguay  —  which  account  for  about  three-fifths  of  the 
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population  of  Latin  America.  In  the  smaller  and  less 
industrialized  countries,  such  as  in  Central  America, 
where  the  overall  growth  of  exports  has  been  more  satisfactory, 
cyclical  changes  in  export  earnings  have  caused  serious 
fluctuations  in  the  growth  of  national  income.  In  fact,  only 
Mexico  and  Peru  have  managed  to  avoid  having  their  development 
dominated  by  either  import  bottlenecks  or  large  fluctuations 
in  exchange  earnings. 

A  second,  and  closely  related,  factor  hampering  Latin 
American  development  has  been  the  inability  of  five  of  the 
seven  advanced  countries  to  control  inflation.  As  shown  in 
Table  1  these  are  the  same  countries  that  have  been  unable  to 
make  successful  adjustments  in  their  economic  structures  to 
meet  their  balance  of  payments  difficulties.  The  interrelations 
between  the  two  sets  of  problems  are  very  complex.  Inadequate 
tax  and  credit  policies  and  inability  to  control  government 
expenditure  are  the  major  proximate  causes  of  inflation.  More 
basic  are  socio-political  pressures,  which  have  their  origins 
in  the  economic  conflicts  among  social  classes,  the  urgent 
need  for  public  services  stemming  from  the  rapid  growth  of 
cities,  and  growing  unemployment.  These  factors  have  prevented 
even  well-motivated  governments,  such  as  Chile  and  Brazil, 
from  achieving  fiscal  responsibility  once  an  inflationary 
process  has  taken  hold. 

Continuing  inflation  makes  balance  of  payments  policy 
much  more  difficult,  since  it  requires  periodic  devaluations. 
Conversely,  the  shortage  of  imports  hampers  efforts  to  control 
the  inflation  and  break  the  vicious  circle.  Growth  proceeds 
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m  spurts,  which  are  interrupted  by  the  periodic  need  to 
reduce  inflationary  pressures.  This  "stop-go"  sequence 
causes  permanent  losses  in  total  income  and  employment. 

These  conditions  of  continuing  inflation  and  periodic 
Shortages  of  foreign  exchange  account  for  the  distortions  in 
the  economic  structures  of  many  Latin  American  countries  ^ 

Most  of  these  countries  have  tried  to  offset  the  slow  growth 

°f  eXP°rtS  ^  concentrating  on  the  production  of  manufactured 
goods  to  substitute  for  imports.  In  the  long  run.  this  policy 
as  resulted  m  inefficient  industrial  producers  sheltered  from 
foreign  competition  by  very  high  tariffs  or  prohibitive  restriction, 
n  imports.  Once  such  protected  industries  have  exploited  the 
opportunities  of  the  domestic  market,  they  have  been  unable  to 
ake  the  next  step  into  export  markets  because  of  their  high 
coses  and  the  protective  policies  of  their  neighbors.  ■ 

For  Latin  America  as  a  whole,  this  policy  of  forced 

industrialization  through  import  substitution  has  been  self- 

defeating  in  the  long-run.  Although  protective  policies 

provided  an  initial  incentive  to  industrial  development,  •' 

failure  to  modify  them  as  industries  have  developed  has 

resulted  in  a  rate  of  growth  of  industry  that  is  not  very  rapid 

m  comparison  to  other  developing  countries.  These  policies 

have  also  led  to  distortions  in  prices  and  a  neglect  of 

agriculture,  which  now  constitute  serious  obstacles  to  future 
development. 


the  most  ad^ceT^unSeVof  ly 

has  been  almost  no  growth  in  per  capita 1060 ^  Whl°h  therS 
decade .  Chile  ^  ?  capita  income  m  the  past 

lesser  extent!'  Colombia  have  been  affected  to  a 


Mexico  and  Peru  provide  the  main  exceptions  to  the 
preceding  generalizations,  with  Venezuela  a  special  case 
because  of  its  large  oil  revenues.  Mexico  and  Peru  have 
maintained  a  fairly  steady  growth  of  GNP  at  about  6%. 

Agriculture,  mining  and  manufacturing  have  been  developed 
in  balance  with  domestic  and  foreign  demand  and  without 
reliance  on  excessive  protection.  Although  both  countries 
suffer  from  regional  and  other  inequalities  of  income,  they 
show  substantial  benefits  from  maintaining  realistic  exchange 
rates,  expanding  exports  and  introducing  only  moderate  levels 
of  protection.  At  the  opposite  extreme  are  Argentina,  Uruguay 
and  Chile,  which  achieved  a  high  level  of  per  capita  income 
before  the  war,  but  have  tended  to  stagnate  since  then.- 

<? 

In  summary,  Latin  America  has  not  yet  demonstrated  the 

ability  to  develop  in  a  sustained  fashion.  The  principal 

weakness  has  been  an  inability  to  achieve  an  adequate  growth 

% 

O 

of  exports  and  a  flexible  economic  structure  which  can  adjust 
to  changes  in  foreign  and  domestic  demand.  Mexico  is  the  only 
Latin  American  country  which  has  clearly  met  these  conditions 
and  where  steady  non-inf la tionary  growth  is  the  normal 
expectation.  Most  of  the  other  countries  can  achieve  high 
growth  rates  for  a  few  years  when  export  conditions  are 
favorable,  but  growth  is  not  sustained  because  of  the  vulnerability 
of  their  principal  exports  to  fluctuations  in  world  demand. 
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B*  External  Capital.  Latin  America  has  historically 
had  a  large  inflow  of  both  public  and  private  capital.  It 
has  contributed  substantially  to ' development,  but  it  has 
also  produced  levels  of  public  and  private  indebtedness  that 
are  much  higher  than  those  of  most  underdeveloped  areas. 
Amortization  of  public  and  private  debt  now  requires  about 
$1.5  billion  annually  and  payments  of  interest  and  profits 
are  over  a  billion  dollars  (see  Table  2  and  Annex  A) M 

The  central  feature  of  the  Alliance  for  Progress  is  its 
intention  to  accelerate  development  through  increasing  the 
rates  of  both  domestic  savings  and  investment  and  the  net 
inflow  of  foreign  capital.  So  far  neither  of  these  requirements 
has  been  achieved.  Although  there  has  been  some  qualitative 
improvement  in  the  external  financing  available  to  Latin 
America  in  the  first  five  years  of  the  Alliance,  Table  2  shows 
that  the  net  inflow  of  long-term  capital  has  remained  fairly 
constant.  The  net  resource  transfer  has  actually  declined 
since  1961  as  interest  and  profit  payments  have  increased. 

While  the  aid  recipients  describe  the  situation  as  a  failure 
on  the  part  of  the  donors, the  latter  point  to  the  Latin  American 
failure  to  control  inflation,  to  improve  the  conditions  for 
private  foreign  investment,  and  to  institute  effective  long-term 
planning.  There  is  some  justice  on  both  sides. 


1/ 

_  A  comprehensive  historical  and  statistical  account 
s  given  m  U.N.  External  Financing  in  Latin  America.  1965. 

in  AnnexnAin9  ^  Capltal  inflows  for  1961-1965  is  discussed 
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SOURCE:  Annex  A.  Figures  include  all  19  Alliance  countries  except  Venezuela,  which 

has  had  an  outflow  of  capital  during  this  period.  Some  1965  figures  cannot 
be  calculated  until  certain  component  balance-of-payments  data  are  publisher 
by  the  IMF . 
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The  main  sources  and  amounts  of  official  capital  inflows 
since  1961  are  given  in  Table  2.  The  table  shows  the  changes 
m  the  sources  of  long-term  financing  over  the  past  five  years 
and  the  decline  in  net  compensatory  financing.  The  largest 
shift  has  been  the  decline  in  net  lending  by  the  Eximbank. 

The  Inter-American  Development  Bank  and  the  World  Bank  have 
replaced  the  Export-Import  Bank  as  main  sources  of  project 
lending  to  Latin  America.  AID  program  loans  have  reduced 
the  need  for  compensatory  financing  of  short-term  balance  of 
payments  deficits  by  the  U.S.  Treasury,  the  IMF,  and  the 
Export-Import  Bank.  These  program  loans  represent  a  qualitative 
improvement  since  their  objectives  and  conditions  are  intended  . 
to  cure  the  underlying  problems  as  well  as  to  provide  for 
stabilization . 

In  attempting  to  carry  out  its  reponsibilities  under 
the  Alliance  for  Progress,  the  United  States  has  been 
confronted  with  the  dilemma  of  trying  to  provide  long-term 
developmental  assistance  to  countries  in  which  the  immediate 
problems  of  inflation  and  fiscal  reform  must  be  solved  in  order 
to  make  any  development  effort  effective.  The  many  attempts 
to  stabilize  the  inflationary  economies  in  recent  years  have 
orten  failed  to  produce  either  price  stability  or  satisfactory 
growth  rates.  Economists  now  generally  agree  that  stabilization 
cannot  be  achieved  in  Latin  America  without  accompanying  growth, 
stabilization  alone  will  not  lead  to  development,  and  excessive 
empnasis  on  price  stability  may  actually  hamper  growth. 
Nevertheless  stabilization  criteria  predominate  in  the 
negotiations  of  program  loans  for  development  as  well  as, in 
compensatory  loans  of  various  sorts.  I  do  not  argue  that 
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stabilization  is  not  important  to  development,  but  I  would 
stress  that  it  should  be  part  of  a  longer  term  set  of  policies. 

If  U.S.  assistance  is  to  play  its  intended  developmental  role 
under  the  Alliance  for  Progress,  a  substantial  increase  is 
needed  in  the  net  resource  transfer  to  Latin  America,  accompanied 
by  an  improvement  in  the  techniques  by  which  aid  is  administered. 


The  net  effect  of  the  first  five  years  of  the  Alliance 

is  to  leave  external  assistance  to  Latin  America  at  relatively  • 

low  levels.  Before  1960,  the  net  flow  of  official  funds  to 

Latin  America  was  less  than  half  the  per  capita  level  for  other 

regions.-^  It  has  now  almost  reached  the  average  ($4.00  per  capita 

but  this  is  a  much  smaller  proportion  of  development  expenditures 

than  in  other  areas.  The  net  inflow  of  long-term  foreign  capital 

finances  only  slightly  over  10%  of  total  investment  compared 

to  the  20%  to  30%  which  is  common  in  Asia  and  Africa  among 

countries  that  are  following  reasonably  effective  development 

2/ 

policies.  Since  more  than  half  of  foreign  long-term  lending 

is  offset  by  amortization  of  past  loans,  the  net  resource  contrib¬ 
ution  of  foreign  capital  to  Latin  American  development  has  been 
relatively  small. 


O.E.C.D. , 

Developed  Countries, 

Efforts  and  Policies, 


The  Flov/  of  Financial  Resources  to  Less 

1956-1963 ,  and  Development  Assistance 
1965. 


2/ 

—  As  shown  in  H.  Chenery  and  A.  Strout,  "Foreign 
Assistance  and  Economic  Development",  American  Economic  Review, 
September,  1966. 
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C •  Population  Growth,  Urbanization  and  Employment 
Latin  America  has  the  most  rapidly  expanding  population  of  any 
part  of  the  world.  Not  only  is  its  population  growing  at  nearly 
3%  per  year,  but  two-thirds  of  this  increase  is  taking  place  in 
cities.  Many  of  the  most  difficult  problems  that  beset  Latin 
American  development  —  growing  unemployment  shortage  of  housing 
and  urban  facilities,  and  inability  to  control  inflation  —  are 
related  to  the  fact  that  the  growth  of  urban  population  is  out¬ 
stripping  both  the  economic  and  political  capabilities  of  the 
Latin  American  governments.  These  factors  are  of  central  importance 
in  reassessing  the  goals  of  the  Alliance  for  Progress  and  the 
possibilities  for  more  effective  development. 

The  decline  in  population  growth  which  has  accompanied 
rising  standards  of  living  in  the  more  developed  countries  -- 
and  which  is  usually  identified  with  urbanization  and  greater 
education  has  in  Latin  America  taken  place  only  in  Argentina, 
Uruguay,  and  Chile.  Two-thirds  of  the  population  of  these  three 
countries  now  live  in  cities  and  towns,  and  the  rate  of  urban 
growth  has  slackened  off  considerably The  other  more  industrial¬ 
ized  countries  Venezuela,  Mexico,  Colombia.,  and  Brazil  --  are 
still  in  the  phase  of  rapid  migration  to  the  cities,  where  popu¬ 
lation  is  growing  at  5-6%  per  year.  For  Latin  America  as  a  whole, 
<fhe  urban  population  as  a  proportion  of  the  total  is  expected  to 
increase  from  40%  in  1950  to  49%  in  1965  and  52%  in  1975.  This 
represents  an  enormous  change  in  both  the  economic  and  social 
structure  in  a  short  period  of  time. 

The  growth  of  the  labor  force  in  the  cities  has  far 
exceeded  the  demand  for  labor  in  manufacturing  activities.  This  has 
resulted  in  an  excessive  shift  of  employment  to  the  more  accessible 
urban  service  sectors  of  the  economy  and  a  decline 
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in  output  per  worker.  In  contrast,  ths  growth  of  output  in 
agriculture,  industry  and  public  utilities  has  come  in  fairly 
equal  parts  from  increased  employment  and  increased  productivity. 
Table  3  shows  annual  productivity  increases  of  1.8%  in 
agriculture  and  2.5%  in  industry /mining  and  utilities  between 
1950  and  1965.  In  a  fully  employed  economy  comparable  rises 
would  also  take  place  in  the  service  sectors.  Instead,  since 
1950  there  has  been  a  fall  in  the  average  productivity  in  the 
service  sector s , which  have  had  to  absorb  an  excessive  share 
of  the  surplus  labor  supply.  Since  there  are  almost  no  reliable 
unemployment  estimates  in  Latin  America,  this  decline  in 
productivity  provides  an  indicator  of  rising  under-employment.’ 

In  services  alone,  falling  productivity  suggests  a  level  of  under 
employment  equivalent  to  10%  of  the  labor  force.  In  effect, 
the  combination  of  accelerated  population  growth,  higher  wages 
in  many  types  of  urban  employment,  and  the  attractions  of  city  ■ 
life  has  resulted  in  transferring  the  problem  of  underemployment 
from  the  countryside  to  the  cities  to  a  large  extent. 

To  reverse  this  trend  of  increasing  under-employment  and 
under-utilization  of  human  resources  will  require  growth  rates 
in  GNP  of  5.5%  to  8%  in  individual  countries.  For  the  region 
as  a  whole,  a  growth  of  GNP  of  over  6%  per  year  will  be  needed 
to  prevent  a  further  increase  in  under-employment.  Even  with 
this  substantial  acceleration  in  overall  growth,  the  increase 
in  productivity  shown  for  the  service  sectors  between  1950-1975 
would  be  only  1%  per  year.  This  low  figure  indicates  that  there 
would  still  be  considerable  slack  in  the  economy  of  Latin 
America . 
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Several  alternative  assumptions  anc  policies  have  been 
considered  to  test  these  conclusions.  Ir  the  long  run, 
policies  of  population  control  are  obvioisly  desirable,  but 
they  can  have  no  impact  on  the  labor  force  in  1975.  Policies 
of  promoting  more  labor-intensive  techniques  in  manufacturing 
may  be  desirable,  but  their  possible  effect  is  also  limited. 

The  only  major  alternative  to  faster  econ:mic  growth  is  to  slow 

a 

down  the  movement  from  countryside  to  city,  but  this  policy 
would  just  divide  the  under-employment  more  evenly  and  its 
political  feasibility  is  doubtful. 

D.  Conclusions .  Present  trends  in  Latin  American 
development  have  been  shown  to  be  unsatisfactory  from  both 
an  economic  and  a.  social  point  of  view.  The  annual  growth 
in  GNP  of  about  4.7%  which  has  been  achieved  over  the  past 
fifteen  years  is  not  high  enough  to  provide  productive  employment 
for  the  rapidly  growing  labor  force.  The  Alliance  for  Progress 
has  served  to  prevent  a  further  fall  in  this  growth  rate,  but 
the  5.5%  growth  rate  achieved  for  the  past  two  years  represents 
primarily  a  recovery  from  previous  declines  in  Argentina  and 
Brazil.  It  is  not  at  all  clear  that  a  trend  toward  more 
satisfactory  growth  rates  has  been  established.  Unemployment 
and  under -employment  are  rising  in  most  countries  and  are 
growing  most  rapidly  in  the  larger  cities  where  the  political 
results  are  likely  to  become  increasingly  serious.  These 
trends  give  great  urgency  to  the  acceleration  of  development 
in  Latin  America  and  better  distribution  of  its  benefits. 
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Foreign  assistance  has  made  only  a.  modest  contribution 
to  Latin  American  development  in  the  first  five  years  of 
the  Alliance,  although  some  of  the  institutional  changes 
that  aid  has  helped  to  initiate  should  soon  start  to  pay 
off.  Of  course,  if  foreign  assistance  had  not  been 

prcvided  on  the  gross  scale  shown  in  Table  2,  the  debt  burden 
which  existed  at  the  beginning  of  the  Alliance  period  in ^ 
most  Latin  American  countries  would  have  led  to  national 
bankruptcies  accompanied  by  severe  reductions  in  production 
and  amortization.  The  primary  cause  of  the  limited  contribution 
of  external  assistance  to  date  has  been  the  complex  problem 
Governments  in  Latin  America  have  faced  in  coping  simultaneously 
with  structural  balance  of  payments  difficulties,  chronic 
inflationary  tendencies,  growing  debt  service,  and  long-term 
development  requirements. 


Given  the  political  significance  to  the  United  States 
of  economic  and  political  development  in  Latin  America,  it 
is  important  for  us  to  make  a  new  attack  on  this  problem  and 
to  acquire  a  better  understanding  of  the  long-term  development 
possibilities  of  Latin  America.  We  can  then  use  our  resources 
and  influence  more  effectively  to  achieve  them.  These 
possibilities  are  discussed  in  the  next  section. 


11  *  POSSIBILITIES  FOR  MORE  EFFECTIVE  DEVELOPMENT 

In  the  past  five  years  U.S.  aid  to  Latin  America  has 
tried  to  overcome  the  immediate  obstacles  to  development 
and  to  secure  economic  stabilization  in  the  major  countries 
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T'ne  weakness  of  development  plans  in  Latin  America,  has 
prevented  us  from  making  a  broader  assessment  of  development 

•  * 

priorities  and  from  focussing  our  efforts  and  those  of  the 
recipient  countries  on  achieving  them.  If  the  preceding 
assessment  of  recent  trends  is  largely  correct,  we  should  ® 
seriously  consider  the  possible  ga..ins_  from  a  more  comprehensive 
and  longer-term  approach. 

The  present  study  will  explore  this  possibility.  I 
start  from  the  assumption  that  more  effective  development 
of  Latin  America  over  the  next  decade  is  both  feasible 
and  vitally  important  to  U.S.  interests.  I  shall  then 
examine  the  internal  policies  required  for  achieving  this 
end  and  the  ways  in  which  the  offer  of  external  resources 
can  induce  or  lend  support  to  these  efforts.  Finally,  the 
potential  benefits  will  be  weighed  against  the  political 
difficulties  and  economic  costs  of  a  more  ambitious  program. 

Because  of  the  rapid  growth  of  population,  more 
effective  development  requires  fuller  use  of  human  resources 
and  better  distribution  of  the  benefits  of  growth  as  well  as 

a  rise  in  total  income.  Most  Latin  American  countries  are 

■ 

lacking  in  appropriate  statistics  for  the  measurement  of 
unemployment,  income  distribution  and  elements  other  than 
the  rise  in  total  income.  Therefore  the  best  available  indicator 
of  the  effectiveness  of  development  is  probably  the  increase 
in  labor  productivity  in  each  major  sector,  a  measure  which 
reflects  the  degree  of  under-employment,  and  the  change  in  income 
distribution  as  well  as  the  rise  in  output.  The  available 
studies  of  output  and  employment  suggest  that  a  minimum  of  2% 


-16- 


growth  in  labor  productivity  in  each  major^  sector  is 
normally  required  to  secure  relatively  full  employment 
of  human  resources.  The  overall  per  capita  growth  rate 
corresponding  to  this  objective  will  vary  from  country 
to  country.  in  Latin  America,  it  ranges  typically  from 
3%  to  5%  because  of  the  unequal  growth  of  productivity  in 
each  sector  and  the  initial  amount  of  under— employment . 

A-  Programs  for  Selected  Countries. 

Four  case  studies  were  designed  to  test  the  approach 
outlined  above  in  several  important  and  representative 
countries.  These  include  Chile,  Brazil,  Colombia  and  Central 
America.  In  eacn  case,  an  experienced  AID  economist  was 
asked  to  develop  a  set  of  goals  for  the  next  decade  that 
seemed  most  appropriate  for  his  country  and  to  make  ten-year 
projections  to  show  the  benefits  and  costs  of  more  ambitious 
and  effective  development  policies. 

The  goals  selected  for  the  next  decade  have  three 
general  characteristics  which  are  given  different  weight  in 
each  country: 

(1)  maximizing  income  and  human  welfare  within 
the  period,  primarily  through  more  rapid  growth,  fuller 
employment  of  labor  and  better  income  distribution; 

(2)  making  the  economic  system  more  viable  through 
changes  in  the  structure  of  production,  its  orientation 
toward  external  trade,  etc.; 

(3)  limiting  the  need  for  external  financing  in 
accordance  with  principles  of  self-help. 
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Within  limits,  these  are  competing  goals  and  There 
are  possible  tradeoffs  among  them.  Maximizing  income  and 
welfare  in  1975  conflicts  to  some  extent  with  the  requirements 
of  a  viable  economy  thereafter;  both  are  dependent  on  the 
amount  of  external  financing  assumed  to  be  available  and  on 
the  terms  of  such  assistance. 


o 

Each  country  study  strikes  a  somewhat  different 
balance  among  these  objectives.  The  projections  for  Brazil 
and  Colombia  showed  that  growth  rates  of  less  than  6%  in 
national  product  would  probably  lead  to  rising  unemployment. 

The  higher  growth  rates  of  7-8%  needed  to  achiqve  fuller 

v:  . 

employment  and  minimum  increases  in  labor  productivity  in  all 
sectors  were  considered  to  be  attainable  by  1970  with  reasonable 
levels  of  self-help  and  external  assistance.  Consequently, 
fuller  employment  and  better  income  distribution  became  the  • 
dominant  goals  for  these  countries. 

For  Chile  and  Central  America- the  analysts  give  greater 
weight  to  the  achievement  of  a  viable  economic  structure  in 
the  coming  decade  than  to  maximizing  the  level  of  income  and 
employment.  In  Chile  a.  long  period  of  slow  growth  accompanied 
by  higher  rates  of  inflation  has  produced  a  set  of  attitudes 
among  businessmen  and  other  groups  which  makes  the  achievement 
of  rapid  growth  very  difficult.  Now  that  export  prospects 
are  more  favorable  in  Chile,  increased  aid  to  support  more 
rapid  growth  is  only  considered  desirable  to  the  extent  that 
these  attitudes  can  be  changed  and  increased  private  savings 
and  investment  can  be  generated. 
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In  Central  America  maintenance  of  the  recent  growth 
reives  of  slightly  over  6%  is  considered  a  realistic  objective 
end  institutional  changes  are  efiven  first  priority.  The 
most  urgent  need  is  to  complete  the  economic  integration 
of  the  five  countries  in  order  to  develop  a  more  diversified, 
efficient  and  flexible  economic  structure. 

In  arriving  at  these  conclusions  each  country  study 
considered  the  effects  of  alternative  objectives  and  policies 
and  che  corresponding  rates  of  growth  required  in  'different- 
sectors  of  the  economy.  The  principal  alternatives  considered' 
are  shown  in  Table  4  by  the  target  growth  rates  of  total  and 
per  capita  national  product  for  1970-1975.  The  analyses  of 
Brazil  and  Colombia  make  a  strong  case  for  the  internal  and 
external  efforts  needed  to  achieve  the  higher  alternatives 
giving  a  growth  of  per  capita,  income  on  the  order  of  4°  to  5%. 

In  the  studies  of  Chile  and  Central  America,  the  priority 
given  to  structural  and  institutional  change  led  to  the 
acceptance  of  the  lower  targets  with  per  capita  growth  of 
2.5  -  3.0%.  In  these  latter  cases  it  was  not  possible  to 
make  analyses  of  the  probable  effects  of  higher  growth  rates 
on  employment  and  income  distribution;  the  conclusions  were 

based  mainly  on  the  low  probability  that  higher  growth  rates 
could  be  achieved. 

Although  che  obstacles  to  more  rapid  and  effective 
development  vary  from  country  to  country,  several  are  common 
to  a  number  of  Latin  American  countries  and  are  emphasized 
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in  the  country  studies.  Far  the  region  as  a  whole,  the  need 
to  develop  outward— looking  economies,  which  are  characterized 
by  realistic  exchange  rates,  freer  trade  and  more  diversified 
exports,  is  the  most  important  single  requirement.  Fulfillment 
of  these  conditions  would  constitute  an  important  step  toward 
economic  integration  in  Latin  America.  Brazil  and.  Colombia 
need  to  diversify  exports  to  reduce  their  dependence  on  the 
world  coffee  market.  Chile  will  face  a  similar  problem  by 
1970,  when  copper  expansion  will  no  longer  supply  the  bulk  of 
i»_s  needs  for  increased  imports.  In  Central  America,  economic 
integration  is  already  starting  to  achieve  these  results. 

±he  development  of  the  agricultural  sector  appears  as  / 
a  major  obstacle  to  more  rapid  growth  in  Chile,  Colombia  and 
Brazil.  For  many  countries  achieving  a  more  dynamic  agriculture 
will  require  a.  reversal  of  past  policies  which  have  favored 
industry  at  the  expense  of  agriculture.  In  the  analysis  of 
alternatives  for  these  countries  it  is  shown  that  agricultural 
growth  of  5  to  5.5%  will  be  necessary  to  supply  the  agricultural 
commodities  and  to  provide  the  income  for  the  rural  sector 
that  is  consistent  with  the  projected  expansion  of  industry 
and  trade  and  more  integrated  national  markets.  Agriculture 
is  also  relied  on  to  contribute  to  more  diversified  exports, 
particularly  in  the  longer-term  context  of  Latin  American 
integration. 

Although  a  substantial  increase  in  both  public  and  private 
saving  will  be  required  to  finance  the  investment  needed  for 
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more  rapid  growth,  this  obstacle  nay  turn  out  to  be  less 
formidable  than  the  first  two  once  a  more  effective 
growth  process  is  established.  T1 2  experience  of  other 
developing  countries  suggests  that  the  required  national 
savings  rates  of  25-30%  of  the  increase  in  national  income 
can  be  achieved  through  feasible  increases  in  tax  revenues 
and  from  the  normal  responses  of  businessmen  to  higher 
profits  and  expanding  markets.  Few  Latin  American  countries 
have  achieved  these  savings  rates  in  the  past,  however,  and 
they  should  be  a  focus  for  the  strategy  of  external  assistance 
that  is  suggested  in  the  next  section.  Even  with  marginal 
savings  rates  of  30%,  the  projected  growth  of  consumption 
would  be  much  more  rapid  for  these  three  major  countries 
than  it  has  been  in  the  past. 

Perhaps  the  most  unpredictable  element  in  a  strategy 
for  more  rapid  development  is  the  response  of  the  private 
sector  to  increased  national  income  and  larger  markets.  This 
is  regarded  as  the  major  uncertainty  in  the  projections  for 
Chile  and  Central  America. 

The  foreign  capital  inflow  required  to  support  these 
development  targets  will  depend  largely  on  each  country's  success 
in  carrying  out  its  development  policies.  The  inflow  of  foreign 
resources  contributes  to  both  the  financing  of  investment  and 
the  supply  of  imports.  Aid  requirements  therefore  depend  on  ©> 
self-help  measures  in  the  fields  of  balance  of  payments  policy, 
investment  and  taxation.  In  the  next  section  the  foreign 
capital  requirements  implied  by  the  country  projections  will  0 
be  discussed  along  with  those  for  the  rest  of  Latin  America. 
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B-  Alternative  Project-ions  for  Latin  Amerim. 

To  extend  these  results  to  all  of  Latin  America,  we 

have  made  a  set  of  alternative  projections  for  sixteen  of 

the  members  of  the  Alliance.  These  are  discussed  in  Annex 

B.  While  these  analyses  are  less  detailed,  they  are  adequate 

to  indicate  the  possible  benefits  and  costs,  of  more  rapid 
growth. 

Although  a  wide  range  of  possible  growth  rates  has 
been  explored,  principal  interest  centers  on  the  difference 
between  a  continuation  of  present  trends  and  an  acceleration 
of  growth  to  meet  the  minimum  productivity  goals  outlined 
above.  For  this  purpose,  a  higher  target  growth  rate  for 
1970-76  has  been  assumed  for  each  country,  taking  into  account 
its  past  performance  as  well  as  the  upper  limit  of  7-8%  which 
is  probably  technically  feasible  in  almost  every  country. 

The  targets  selected  range  from  about  5.5%  in  Argentina 
and  Paraguay  to  7%  or  more  in  Venezuela,  Mexico,  Brazil, 
and  Colombia,  giving  a  regional  average  by  1976  of  about  6.5% 

(or  about  3.5%  per  capita).  Allowing  for  the  fact  that  not 
every  country  can  be  expected  to  achieve  these  targets,  a 
realistic  target  would  be  about  6%  growth  in  total  GNP  for 

region.  So  far  as  can  be  ascertained  from  the  available 
data  on  population  and  employment,  this  is  about  the  minimum 
required  to  provide  productive  employment  for  a  substantial  part 
of  the  increased  labor  force  over  the  period. 

Although  we  have  made  annual  projections  for  16  of  the  • 
19  Alliance  countries  through  1976, ^  the  most  important 


1/ 


All  except  Uruguay,  the  Dominican  Republic,  and  Haiti 
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features  of  the  results  can  be  shown  by  comparing  several 
alternative  growth  patterns  for  the  whole  region  in  1972.  Key 
elements  of  this  comparison  are  given  in  Table  5  and  Figures 
1  and  2.  The  "historical"  growth  rates  represent  a  continuation 
of  the  country  trends  of  the  past  fifteen  years  and  average 
slightly  over  5 %  for  the  region.  Projections  labelled  "past  ' 
development  performance"  are  calculated  on  the  basis  of  the 
investment  productivity,  savings  rates,  export  growth  and 
import  requirements  experienced  in  each  country  in  recent  years. 
The  net  capital  inflow  required  in  1972  on  these  assumptions 
for  the  16  countries  is  about  $825  million  (Projection  I -A) , 
representing  an  increase  over  1966  of  nearly  two-thirds. 

This  is  somewhat  more  than  the  average  net  inflow  for  development 
in  1961-64  of  $400  million.  This  requirement  for  1972  might 
be  reduced  to  about  $600  million  through  better  performance, 
as  shown  by  projection  I-B. 

In  order  to  compare  these  projections  to  the  crude 
estimates  given  in  the  Charter  of  Punta  del  Este  in  1961,  it 
is  necessary  to  add  back  payments  of  interest  and  profits 
deducted  in  arriving  at  net  capital  inflow.  For  the  decade 
1962-1971,  the  projections  adjusted  in  this  way  would  show 
cumulative  gross  investment  of  $145  billion  and  net  capital 
inflow  of  about  $15  billion  in  comparison  to  the  original  estimate 
of  $100  billion  in  total  investment  of  which  $20  billion  was  to 
be  financed  by  foreign  capital  inflow.  The  projected  growth 
for  the  decade  after  these  adjustments  is  about  5%  or  2.1%  per 
capita  in  comparison  to  the  anticipated  2.5%  per  capita. 
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Table  5  also  gives  estimates  of  the  capital  inflow 
needed  to  achieve  the  accele:ated  target  growth  rates  from 
1970  onward  under  four  sets  If  assumptions  pertaining  to  the 
countries'  development  performance.  Projection  T 1 -A  shows 
that  if  there  were  no  change  from  past  performance  with 
respect  to  savings  rates,  capital  coefficients,  export  growth 
or  import  requirements,  more  than  three-fifths  of  the  increase 
in  investment  needed  to  support  the  higher  growth  of  income 
would  have  to  be  financed  from  foreign  capital,  which  would 
rise  to  $5.6  billion  by  1972. 

The  other  three  projections  show  the  effects  of 
improved  development  policies  on  the  level  of  income  achieved 
and  the  amount  of  investment  and  external  capita  1  required. 
Increased  savings'  rates,  greater  exports,  import  substitution, 
and  more  efficient  use  of  capital  all  contribute  to  a  lower 
requirement  of  capital  inflow.  The  combination  of  all  these 
improvements  (II-D) ,  labelled  "maximum  performance",  incorporates 
the  optimistic  performance  projections  for  Brazil,  Chile,  and 
Colombia  and  makes  equally  ambitious  assumptions  for  the  rest 
of  Latin  America. 

Under  the  assumptions  of  maximum  performance  in  each 
country,  curve  II-D  in  Figure  1  shows  that  the  net  capital 
inflow  required  would  rise  to  a  peak  of  about  $1.1  billion  in 
1970  and  then  decline  to  less  thaa  $640  million  by  1976. 

o 

Up  until  1972,  the  attainment  of  accelerated  growth  rates 
with  maximum  development  performance  will  require  more  external 
capital  than  would  be  required  to  maintain  historical  growth 
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rates  with  present  development  performance  (I-A) .  After 
1962,  less  foreign  capital  would  be  needed  to  sustain  the 
higher  growth  rate  of  6.5%  than  the  historical  rate  of  5%. 

The  increased  flow  of  external  capital  between  now  and  1972 
would  enable  a  number  of  countries  to  achieve  an  economic 
structure  in  which  continued  growth  would  be  the  normal 
expectation.  The  remaining  needs  for  external  capital  would 
be  supplied  on  non-concessional  terms  as  in  Mexico  and  Venezuela 
today.  The  "aid  component"  of  the  capital  inflow  would  probably 
be  substantially  smaller  with  more  rapid  growth  than  it  is 
today . 

The  composite  projections  of  more  rapid  growth  in  each 
country  of  Latin  America  are  designed  to  show  the  maximum 
increase  in  external  capital  that  would  be  needed  if  a.  policy 
of  accelerating  Latin  American  development  were  adopted.  Results 
for  each  major  country  under  Assumption  II-D  are  given  in 
Figure  2.  Under  the  assistance  policies  proposed  in  section  III, 
however,  only  countries  which  met  certain  stringent  standards 
of  performance  would  be  offered  increased  assistance.  Since 
there  might  be  some  countries  that  would  not  qualify  for 
additional  aid  under  these  conditions,  the  actual  rise  in  capital 
inflows  probably  would  be  less  than  the  projected  amount. 

To  arrive  at  the  required  gross  U.S.  public  capital 
inflow  to  Latin  America,  it  is  necessary  to  include  the  net 
efrect  of  private  capital  inflows  and  outflows,  to  subtract 
the  net  contribution  of  international  lending  agencies,  and  to 
add  amortization  and  interest  payments  on  public  debt.  As  shown 
in  Table  6,  the  net  effect  of  private  capital, i . e . ,  inflow  of 


-24c  - 


TABLE  6 

U.S.  OFFICIAL  LENDING  TO  LATH'  AMERICA  IMPLIED  BY  ACCELERATED  GROWTH, 
_ MAXIMUM  PERFORM?.  ICE  (II-D)  PROJECTION _ 


1966 

1967 

1968 

1969 

1970 

1971 

1972 

Net  Resource  Gap, Deficit 

Countries 

498 

755 

875 

886 

1,064 

1,058 

975 

IBRD 

-100 

-103 

-113 

-127 

-164 

-189 

-216 

Gross  Disbursements  1/ 

-230 

-265 

-300 

-345 

-400 

-460 

-530 

Repayments-Existing  2/ 

64 

71 

80 

89 

86 

85 

89 

Repayments-New  3/ 

- 

-  . 

- 

- 

- 

12 

25 

Interest-Existing  2 / 

59 

69 

70 

71 

70 

68 

65 

Interest-New  3/ 

7 

22 

37 

58 

80 

106 

135 

Net  Private 

175 

170 

170 

180 

180 

185 

190 

Net  Direct  Investment  4/ 

-450 

-500 

-550 

-600 

-660 

-725 

-800 

Investment  Income  Outflow  5/625 
Other  Private  (supplier 

670 

720 

780 

840 

910 

990 

credits,  etc.)  6/ 

0 

0 

0 

_ 0 

0 

_ 0 

_ 0 

IDB  Ordinary  Capital  7/ 

-53 

-48 

-43 

-21 

-11 

-10 

-4 

Gross  Disbursements 

-90 

-100 

-110 

-100 

-105 

-115 

-120 

Repayments 

20 

32 

42 

•  51 

62 

70 

78 

Interest 

17 

20 

25 

28 

32 

35 

38 

U.S.  Official-Net 

520 

774 

889 

918 

1.069 

1 , 044 

945 

Debt  Service  to  U.S. Gov't  8/ 

300 

300 

300 

300 

300 

300 

300 

U.S.  Gross 

820 

1,074 

1,189 

1,218 

1,369 

1,344 

1,  245 

FOOTNOTES 

1/  Disbursements  estimated  to  rise  about  15%  per  year  in  line  with  IBRD 
projection  for  worldwide  disbursements  through  FY  1971. 

2/  IBRD  statistics  Division 

3/  Assumes  5  years  grace,  20  years  repayments,  6%. 

4/  Assumes  doubling  from  1962-1964  average  as  result  of  investment  guaranty 
program  and  investment  incentives  arising  from  greater  integration. 

5/  Projected  from  1965  actual  of  $600  million  on  assumption  of  10%  return 
on  new  investment. 

6/  Assumes  no  net  contribution,  on  assumption  that  suppliers'  credits  will 
increase  net  about  5%  per  year  from  present  level  of  about  $2.5  billion 
and  interest  will  roughly  offset  this  increase. 

7/  Based  on  IDB  projections  of  repayments  on  existing  debt  and  LA/DP 
projections  of  new  commitments.  Assumes  4  years  grace,  12  years 
repayment,  6%. 

8/  Continuation  present  level,  under  assumption  Eximbank  will  maintain 

existing  level  of  portfolio  and  AID  provide  the  major  part  of  new  capita, 
flow  on  present  terms. 
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direct  investment,  outflow  of  profits  on  old  investment,  and 
the  extension  and  servicing  of  suppliers'  credit,  is  expected 
to  rise  from  an  outflow  of  $175  million  in  1966  to  an  outflow 
of  $190  million  in  1972.  The  net  inflow  of  capital  from  the 
World  Bank  and  the  Inter— American  Development  Bank  is  expected 
to  rise  from  about  $150  million  in  1966  to  about  $220  million 
in  1972.  Amortization  and  interest  payments  on  debt  to  the 
U.S.  are  expected  to  remain  constant  .at  $300  million,  although 
later  figures  are  subject  to  variation  with  the  terms  of 
new  lending.  Thus  gross  U.S.  aid  would  be  required  to 
increase  from  approximately  $800  million  in  1966  to  approximately 
$1,200  million  in  1972.  While  the  annual  appropriation  for 
the  AID  component  is  determined  by  the  gross  rather  than  the 
net  flow,  the  resource  cost  to  the  U.S.  and  other  donors  is 
measured  by  the  net  capital  transferred.  it  is  this  latter 
concept  which  should  be  the  basis  for  major  policy  decisions. 

C.  Internal  Development  Policies. 

Since  it  is  not  feasible  to  discuss  all  the  policy 
implications  of  these  projections,  I  shall  focus  on  the  role 
of  external  aid  in  carrying  out  a  successful  development 
strategy.  it  will  be  much  easier  to  achieve  the  structural 
changes  needed  in  Latin  America  with  a  rapidly  expanding 
national  income,  increasing  government  revenue,  and  steadily 
rising  employment  than  with  slowly  growing  economies  where 
the  redirection  of  resources  would  be  much  more  difficult. 

The  principal  lesson  to  be  learned  from  the  success  of  aid 
programs  in  other  parts  of  the  world  is  that  accelerated  growth 
makes  possible  a.  restructuring  of  the  economy  and  a.  rapid 


approach  to  viability.  When  th: s  has  been  achieved,  the 
initial  investment  of  substantial  amounts  of  external  capital 

<9 

has  turned  out  to  be  very  productive. 

In  Latin  America,  the  structural  change  most  urgently 
needed  is  to  move  toward  more  outward  looking  and  increasingly 
integrated  economies.  There  is  substantial  agreement  among 
economic  observers  from  Latin  America  and  elsewhere  that 
competitive  economies  with  freer  international  trade  would 
provide  the  most  favorable  basis  for  continued  growth  without 
excessive  reliance  on  external  capital.  The  central  problem 

4? 

is  how  to  move  in  this  direction  from  the  present  set  of 

inefficient,  protected  economic  units.  The  typical  reaction 

in  such  countries  to  any  kind  of  economic  difficulty  is  to 

* 

Q 

reduce  imports  and  to  increase  protection  and  thereby  make 
the  long-term  problem  worse. 

An  increased  flow  of  external  resources  can  make  two 
major  contributions  to  the  success  of  the  domestic  policies  that 
are  required.  First,  it  can  support  liberalization  of  imports 
of  raw  materials  and  capital  goods  together  with  realistic 
exchange  rates  for  a  period  long  enough  to  raise  output  and 
also  to  provide  an  incentive  for  increased  production  of 
new  agricultural  and  manufactured  exports.  This  strategy  has 
been  one  of  the  key  features  of  the  remarkable  success  of  U.S. 
aid  policy  in  Taiwan,  Pakistan  and  Korea  in  recent  years. 

These  were  countries  that  suffered  even  more  acutely  than  Latin 
America  from  an  initial  imbalance  in  their  economic  structures. 
Policies  of  this  sort  have  been  conceived  in  Colombia  and 
Chile,  but  they  have  not  yet  been  carried  through. 
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The  second  major  contribution  of  external  assistance 
would  be  to  support  more  rapid  growth  for  a  period  long 
enough  to  increase  substantially  the  domestic  resources 
available  for  development  purposes,  both  for  physical 
investment  and  for  the  improvement  of  humar.  resources.  Here 
the  keys  to  success  are  (i)  the  country's  ability  to  increase 
the  rate  of  investment  and  production  once  -che  balance  of 
payments  limitation  is  eased;  and  (ii)  the  country's 
ability  to  siphon  off  a  substantial  share  of  the  increase 
m  GNP  for  developmental  purposes  through  private  savings 
and  taxation.  The  most  notable  examples  of  countries  which 
have  been  successful  in  this  regard  are  Israel,  Greece  and 
Taiwan,  all  of  whom  have  depended  initially  on  external  aid 
at  least  75%  of  their  total  investment.  They  achieved 
viability  within  a  decade  through  a  strategy  of  rapid  growth 

which  was  dependent  on  capturing  25%  of  the  increment  in  GNP 
for  further  development. 

The  effects  of  these  differences  on  development 
possibilities  have  been  brought  out  in  Table  5.  The  projections 
of  "maximum  performance"  assume  higher  tax  and  savings  rates 
and  a  redirection  of  resources  to  increase  exports  and  reduce 
import  requirements.  This  improved  performance  is  much  more  ■ 
likely  to  be  attainable  with  increased  growth  rates  and  a 
temporary  increase  in  external  assistance  than  with  a  continuatio: 
Of  past  growth  rates  of  2%  per  capita  or  less. 

Although  the  increase  in  total  GNP  of  $7  billion  in  1972 
resulting  from  the  enforcement  of  faster  rather  than  slow  growth 
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rates  does  not  appaar  dramatic,  i>;  is  a  margin  that  will 
widen  continually  thereafter  while,  AID  requirements  continue 
to  decline.  What  is  being  propose  1,  therefore,  is  a  major 
effort  to  solve  the  structural  prcblems~of  those  Latin 
American  countries  that  are  willing  to  join  seriously  in 
this  attempt.  Even  by  1972,  the  effects  on  unemployment  and 
the  strength  of  progressive  governments  should  be  very 
substantial. 

III.  ASSISTANCE  POLICIES  FOR  ACCELERATED  DEVELOPMENT 

To  translate  the  preceding  analysis  into  specific 
policies  for  U.S.  assistance,  several  questions  must  be 
answered  concerning: 

(i)  what  kinds  of  development  programs  to  support? 

(ii)  what  share  of  increased  development  expenditure 
should  be  financed  from  abroad? 

(iii)  what  kinds  of  controls  are  needed  to  secure 
satisfactory  performance? 

In  earlier  cases  of  substantial  support  in  Asia  and 
Europe,  accelerated  development  was  accepted  as  a  political 
necessity  and  these  questions  were  only  asked  after  the  process 
was  under  way.  It  should  now  be  possible  to  design  the  aid 
relationship  in  Latin  America  more  systematically,  but  neither 
analogy  to  other  countries  nor  quantitative  economic  analysis 
can  give  very  precise  answers.  A  development  strategy  must  be 
worked  out  for  each  country  individually.  It  will  ultimately  be 
necessary  to  decide  the  extent  to  which  the  prospective  rewards 
in  each  case  are  worth  accepting  a  certain  amount  of  risk. 

o 

o 
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Perhaps  the  element  :>f  risk  which  we  are  willing  to  accept  should 
not  be  as  great  as  i~  was  in  Greece  and  Taiwan,  but  it  should 

be  more  than  we  have  been  willing  to  accept  so  far  in  Latin 
America . 

A .  How  Much  Development? 

I  have  argued  above  that  there  is  a  critical  difference 
in  both  economic  and  social  terms  between  slack  economies 
with  rising  under-employment  in  Latin  America  and  countries 
which  are  achieving  relatively  full  employment  with  rising  ~~ 
productivity.  This  difference  is  important  to  the  United 
States  because  of  its  potential  political  consequences.  -  While 
no  uniform  relationship  has  been  established  between  economic 
and  political  development,  a  strong  case  can  be  made  that 
democratic  political  development  is  much  less  likely  to 
succeed  without  both  rising  income  and  a  better  distribution 
of  its  benefits  among  different  groups  in  the  population. 

If  we  take  the  more  restricted  objective  of  political  stability 
rather  than  political  and  social  development,  there  may  be 
some  counter-arguments  against-  too  rapid  economic  growth  in 
primitive  societies,  but  these  hardly  apply  to  the  more 

sophisticated  countries  that  comprise  the  bulk  of  Latin 
America. 

Beyond  the  minimum  growth  needed  to  secure  .some  measure 
of  social  stability,  the  question  of  how  much  development  in 
the  next  decade  should  depend  on  the  possibilities  for  achieving 
changes  leading  to  self-sustained  growth,  and  on  the  cost  of 
securing  them  to  the  U.S.  and  other  aid  donors.  Development 
assistance  should  be  systematically  related  to  the  effectiveness 
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of  local  efforts.  It  would#  therefore,  be  very  desirable 
to  focus  the  Alliance  for  Progress  on  the  guarantee  of 
support  for  more  effective  development  policies  and  programs. 

B .  Sharing  the  Cost  of  Development. 

The  principle  of  matching  local  expenditure  is  used  by 
both  the  Federal  Government  and  private  foundations  to  maximize 
the  element  of  self-help  and  to  adjust  the  amount  of  assistance 
to  the  rate  of  execution  of  programs.  The  matching  approach 
has  the  additional  advantage  that  the  proportions  of  external 
to  local  effort  can  be  adjusted  J:o  the  individual  situation  in 
each  country  and  can  be  applied  with  considerable  effectiveness 
to  secure  increases  in  expenditure. 

The  matching  principle  has  applications  in  aid  admin¬ 
istration  in  both  project  assistance  and  program  assistance. 

In  the  former,  it  is  of  less  value  because  it  simply  requires 
a  reallocation  of  existing  government  expenditures  to  supply  the 
local  share  of  a  project's  cost.  While  this  indicates 
government  support  for  that  particular  project,  it  is  entirely 
compatible  with  inadequate  total  development  efforts  and  falling 
rates  of  savings,  as  has  been  the  case  in  several  Latin  American 
countries.  When  applied  to  a  total  program  of  assistance, 
however,  matching  can  be  made  much  more  effective.  Program 
assistance  can  be  related  to  an  overall  development  program 
and  made  contingent  on  execution  of  policies  designed  to 
raise  investment  and  to  channel  it  into  priority  areas. 
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The  projections  summarized  in  Table  5  suggest  the 
order  of  magnitude  of  the  share  of  increased  investment 
that  might  have  to  be  financed  from  abroad  in  the  next  five 
years.  For  example,  to  increase  the  growth  rate  over  the 
next  six  years  from  5.1%  to  5.8%  for  the  region  as  a  whole 
without  an  improvement  in  self-help,  would  appear  to  require 
an  increase  in  the  1972  net  capital  inflow  from  $825  million 
(I-A)  to  $5.6  billion  (II-A) .  This  would  imply  that  20%  of 
the  total  investment  and  over  60%  of  the  increase  in  investment 
from  now  until  1972  would  be  financed  from  external  capital. 

For  most  countries,  this  would  suggest  to  the  U.S.  too  little 
self-help  to  be  worth  supporting.  Under  optimistic  assumptions 
(B  and  D)  as  to  country  performance,  a  growth  rate  of  5.8% 
or  more  could  be  achieved  with  no  more  than  33%  of  the  increase 
financed  from  abroad.  Projection  II-B  would  only  raise  the 
average  share  of  external  capital  to  a  peak  of  13%  of  total 
investment  in  1972,  but  it  would  decline  thereafter.  Less 
demanding  standards  than  our  "maximum  performance"  might 
therefore  be  appropriate,  within  the  original  20:80  formula 
of  the  Charter  of  Punta  del  Este.  An  offer  to  support  development 
programs  that  would  result  in  external  financing  of  20%  to  30% 
of  the  increase  in  investment  according  to  country  circumstances 
would  be  consistent  both  with  the  importance  of  the  problem 
and  with  U.S.  experience  elsewhere. 

C.  Implementation . 

It  will  require  broadened  use  of  the  system  by  which 
U.S.  and  international  aid  are  administered  -to  achieve  the 
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incentive  effects  which  are  at  the  heart  of  the  present 
proposal  for  making  the  Alliance  more  effective.  Three 

aspects  of  an  effective  system  of  aid  administraticn  should 
be  focused  on:  • 

(i)  Relating  the  amount  of  total  assistance  to  the 
size  and  effectiveness  of  the  country's  development  program 

in  such  a.  way  as  to  induce  maximum  local  efforts. 

— 

(ii)  Supplying  resources  in  the  form  best  designed 
to  support  development  priorities. 

(iii)  Using  controls  designed  to  enforce  development 
priorities  and  efficient  execution  rather  than  to  secure 
secondary  benefits  to  the  donor. 

Although  attempts  have  been  made  in  negotiating  aid  for 
Chile,  Brazil  and  Colombia  to  relate  the  amount  of  U.S.  assistance 
to  the  country's  performance,  the  principal  criteria  used  have 
been  measures  of  the  country ' s  success  in  overcoming  short-run 
impediments  to  development,  stabilization  and  reform.  In 
order  to  achieve  growth  as  well  as  stabilization,  it  is 
desirable  to  establish  criteria  for  aid  that  are  more  specifically 
related  to  long-run  development  and  which  provide  incentives 
to  better  economic  performance. 

The  Matching  Principle.  The  principle  of  sharing  the 

• 

cost  of  accelerated  development  which  has  been  outlined  above 
provides  a  basis  for  development  assistance  in  all  countries 
where  a  serious  development  effort  is  undertaken.  Since  the 


appropriate  development  strategy  and  need  for  external 
support  vary  from  country  to  country,  the  matching  principle 
can  only  be  applied  effectively  in  the  context  of  a  country's 
development  program.  To  trar  slate  the  principle  into  a  specific 
set  of  self-help  measures,  th.a  development  program  should  be 
made  the  focus  of  aid  negotiations,  as  it  has  been  in  countries 
such  as  India,  Pakistan,  Korea,  Turkey  and  Nigeria. 

While  the  provision  of  aid  based  on  the  review  of 
country  programs  was  stressed  in  the  Charter  of  Punta  del  Este, 
this  procedure  has  never  been  attempted  very  seriously  in 
Latin  America  because  neither  the  recipient  countries  nor 
the  U.S.  and  other  donor  agencies  have  had  much  confidence 
m  the  existing  development  plans.  However,  development 
planning  has  been  improving  and  has  now  reached  a  stage  in 
the  principal  countries  where  it  could  be  relied  on  to  a 
much  greater  extent  as  a  basis  for  development  policies. 

The  use  of  development  programs  as  a  basis  for  external 
assistance  would  greatly  improve  the  seriousness  and  effectiveness 
of  the  plans  themselves.  This  has  been  the  experience  in 
almost  every  country  where  this  linkage  has  been  established. 

The  matching  principle  can  take  a  number  of  different 
forms  in  the  context  of  an  agreed  development  program.  The 
aid  negotiations  will  focus  on  whatever  aspects  of  development 
policy  are  considered  most  important, such  as  economic  integration, 
more  realistic  exchange  rates,  taxation  or  reallocation  of 
investment  funds.  These  negotiations  will  culminate  in  agreement 
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on  a  development  progran  whose  requirement  for  external 
capital  will  represent  the  share  of  increased  expenditures 
to  be  financed  from  abroad.  This  is  a  rough  outline  of  the 
type  of  negotiation  carried  on  by  the  World  Bank  on  behalf  of 
the  aid  donors  for  India  and  Pakistan  and  which  could  well  be 
adapted  to  Latin  American  conditions.^ 

c 

The  form  of  an  offer  to  supply  increased  assistance 
should  be  designed  to  provide  a.  maximum  incentive  to  better 
performance  and  should  also  provide  an  adequate. guarantee 

© 

that  the  funds  will  be  properly  used.  A  procedure  which 
would  maximize  the  incentive  effect  would  be  to  offer  to 
finance  an  agreed  share  of  the  increase  in  investment  (or 
development  expenditure)  that  is  represented  by  the  development 
program.  A  shortfall  in  investment  would  then  lead  to  a 
subsequent  reduction  in  assistance,  and  conversely  more  rapid 
increases  in  saving  and  investment  would  call  for  a_  subsequent 
increase  in  assistance.  However,  this  straight-forward 
application  of  the  principle  implies  a  degree  of  competence 
in  execution  of  other  aspects  of  development  policy  and  of 
confidence  by  the  donors  which  probably  does  not  exist  at 
present  in  any  Latin  American  country.  Nevertheless,  it 
may  suggest  a  goal  for  future  assistance  policy  which  could 
have  a  dramatic  political  as  well  as  economic  impact  on 
the  more  progressive  Latin  American  countries. 


~ 7  While  these  seem  to  be  the  most  promising  models, 
I  would  not  exaggerate  their  past  effectiveness.  Aid  has 
been  both  more  ample  and  more  effective  in  Pakistan. 
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A  number  of  more  modest  variants  of  the  matching 
principle  can  be  devised  which  embody  more  of  the  conventional 
controls  on  aid  expenditures  but  still  provide  incentives  to 
greater  and  more  effective  development  effort.;..  The 
United  States  and  other  donors  could  offer  to  supply  certain 
categories  of  imports  to  support  the  fuller  use  of  existing 
capacity  (as  in  Pakistan  and  India)  or  to  finance  specified 
proportions  of  an  increase  in  investment  in  certain  sectors 
of  the  economy.  in  the  case  of  Latin  America,  such  loans 
could  be  tied  to  increased  public  investment  and  a  variety 
of  policy  and  organizational  targets.  The  latter  include 
price,  credit  and  import  policies  and'  reform  programs 
designed  to  overcome  shortcomings  in  a  particular  sector, ’ 
such  as  in  agriculture  or  education.  In  these  more  partial 
approaches,  care  must  be  taken  to  avoid  a  reduction  in 
development  expenditures  in  other  priority  sectors. 

Whatever  methods  of  incentive  programming  may  be 
adopted,  the  most  effective  way  to  implement  them  is 
through  a  periodic  review  of  each  country ‘s  development 
program  and  current  performance.  A.  review  by  an  inter¬ 
national  body  whose  opinion  is  respected  by  the  donors 
would  be  greatly  preferable  to  the  separate  reviews  by'  ' 
each  agency  which  is  the  current  practice  in  Latin  America. 
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So  far,  only  the  World  Bank  r as  enjoyed  the  necessary 
confidence  of  both  donors  and  recipients  to  perform  this 
function,  but  ther^  would  be  \any  advantages  t;p  building 
up  C.I.A.P.  or  the  'I.D.B.  for  this  purpose. 

The  Form  of  Aid.  The  forms  of  aid  should  be 
designed  both  to  supply  the  priority  needs  for  imports 
and  to  enable  influence  to  ho  exerted  on  resource  allocation 
and  development  policies  when  necessary.  These  requirements 
suggest  that  a  mixture  of  project  and  program  assistance 
Will  be  desirable  in  most  countries,  with  a  larger  non¬ 
project  component  in  countries  having  more  effective 

tv  f'7  *  y 

development  programs.  -  - 

Many  of  the  high  priority  sectors  in  Latin  America  - 
education,  agriculture,  small  industry  —  require  local 
resources  more  than  imported  goods.  Sector  programs, 

which  involve  program  lending  combined  with  effective 
control  of  the  local  currency  counterpart,  are  a  more 
effective  way  of  shifting  resources  to  such  priority 
sectors  than  is  project  lending.  The  commodities  imported 
to  support  these  sector  programs  can  be  chosen  to  fit 
the  overall  balance  of  payments  needs  of  the  country  and 
the  possibilities  for  supplying  investment  goods  from  within 
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Latin  America.  The  control  of  resource  allocation  would 

be  effected  primarily  through  advance  budgeting  of  local 
currency . 

Controls.  The  present  system  of  U.S.  aid  administration 
is  intended  to  make  individual  activities  with  which  aid  is 
associated  more  efficient  and  to  obtain  various  secondary 
benefits  for  the  U.S.,  mainly,  procurement  from  U.S.  sources. 
While  it  is  politically  unrealistic  to  suggest  major  changes 
in  many  of  the  existing  controls,  even  where  they  are 
demonstrably  counter-productive,  it  should  be  possible 
to  redesign  the  control  system  so  that  its  main  objective 
is  the  development  of  the  recipient  country  rather  than 
securing  secondary  benefits  to  the  U.S.  •  — 

The  essence  of  any  control  system  is  a  measurement 
of  performance  against  agreed  objectives  and  criteria  for 
the  activity.  Under  the  broader  approach  suggested  here, 
the  effectiveness  of  aid  should  be  measured  by  the  results 
of  the  sectoral  programs  and  the  overall  development  policies 
which  aid  is  designed  to  influence.  In  Latin  America,  as 
elsewhere,  an  appropriate  control  system  would  probably 
involve  bilateral  sanctions  to  achieve  internationally 
agreed  objectives.  Under  such  a  system,  sanctions  and 
incentives  can  be  applied  in  the  programming  of  new  funds 
as  well  as  through  the  release  of  funds  already  allocated. 
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IV.  CONCLUSIONS. 

The  basic  approach  adopted  in  this  paper  has  been  to 
examine  the  prospects  for  Latin  American  development  under 
alternative  assumptions  and  to  calculate  the  probable  cost 
to  the  United  States  in  foreign  aid  of  a  more  satisfactory 
form  of  development.  My  principal  conclusion  is  that  a. 
continuation  of  current  policies  and  performance  by  the  Latin 
American  countries  is  likely  to  produce  results  that  are 
increasingly  unsatisfactory  in  social  and  political  terms. 

Without  an  improvement  in  development  policies,  however, 

the  cost  to  the  United  States  of  trying  to  finance  accelerated 

growth  through  increased  assistance  would  be  very  high. 

A  consideration  of  feasible  improvements  in  policies 
concerning  taxation,  balance  of  payments,  investment  and 
other  aspects  of  development  shows  that  a  substantial  acceleration 
in  growth  could  be  brought  about  with  a  moderate  increase  in 
assistance.  The  maximum  required  from  the  U.S.  and  other 
sources  would  be  substantial  but  well  within  the  share  of 
investment  that  was  originally  expected  to  be  financed  from 
abroad  under  the  Charter  of  Punta  del  Este. 

v 

An  AID  strategy  is  advocated  which  would  only  make 
available  increased  assistance  to  countries  which  substantially 
improve  their  development  performance.  The  greater  the  success 
of  this  approach,  the  greater  the  aid  that^might  be  required 
in  the  next  few  years.  However,  it  would  be  very  much  more  . 
effective  in  securing  a  rapid  approach  to  adequate  levels  of 
income  and  employment  and  an  economic  structure  to  sustain  them 
in  the  future.  In  the  long  run,,  this  result  can  be  obtained 

* 
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at  less  cost  to  the  United  States  by  encouraging  accelerated 
development  than  by  continuing  the  present  more  restricted 
policies . 


In  order  to  secure  greater  incentive  effects  from  the 

& 

aid  provided,  it  may  be  necessary  to  accept  greater  risks  of 
poor  performance.  The  risks  of  a  well-designed  program  appear 
to  be  quite  modest  in  comparison  to  the  importance  to  the 
United  States  of  more  satisfactory  economic  and  political 
development  in  Latin  America. 
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ANNEX  A 


LATIN  AMERICAN  EXTERNAL  FINANCIAL  REQUIREMENTS 
AND  AVAILABILITIES,  1961  -  1965 

*  -The  Latin  American  Balance  of  Payments 

The  main  elements  in  the  balance  of  payments  of  the  18 
Latin  American  Republics  (excluding  Venezuela)  for  the  five 
years  196  1-1965-^  were  as  follows: 

1)  A  current  account  deficit  declining  from  roughly 
$1.7  billion  to  about  $600  million; 

2)  A  gross  inflow  of  external  resources  (autonomous, 
compensatory,  and  net  short-term)  of  about  $3  billion 
a  year ; 

3)  A  net  inflow  of  external  resources  declining  from 
$1.9  billion  to  $1.4  billion  as  the  balance  of  payments 

improved  and  Latin  America  paid  off  prior  compensatory 
credits; 

4)  A  relatively  steady  net  inflow-  of  autonomous  long¬ 
term  external  resources  at  a  level  of  $1.2  to  1.4  billion, 
of  which  $900  to  1,000  million  represented  long-term  loans 
and  grants  and  the  rest  direct  investment; 

5)  An  outflow  of  earnings  of  foreign  capital,  both  public 
and  private,  increasing  from  roughly  $800  million  to 
$1,100  million. 

The  net  effect  was  a  decline  in  gross  international  reserves 
of  about  $500  million  in  the  period  1961-1962  and  an  increase  of 
about  $800  million  from  1963  through  1965.  Latin  America's 
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Or  1964,  when  1965  da£6\not  available. 


FINANCING  OF  LATIN  AMERICA'S  CURRENT  ACCOUNTS  DEFICIT,  1961-1965 
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reserves  dropped  from  $2.3  billion  at  the  beginning,  of  1961  to 
$1*7  billion  at  the  end  of  1962  and  then  Improved  to  $2.6  billion 
at  the  end  of  196?.-'  At  this  level,  they  represent  the  equivalent 
of  slightly  over  3  months '  imports . 

If  the  net  movement  in  external  compensatory  funds  is  added 
to  changes  in  gross  reserves,  the  movement  in  Latin  America’s  net 
international  reserve  position  may  be  estimated  as  follows: 

1961  1962  1963  1954 

(-  =  decline)  -345  -707  /132  /361 

3 

Thus  the  net  reserve  position  deteriorated  by  over  $1  billion  in-' 

€> 

1961  and  1962  and  improved  by  about  $500  million  in  1963  and  1964. 
Net  reserve  figures  are  not  available  for  1965,  but  the  improve¬ 
ment  should  have  been  larger  than  the  $500  million  increase  in 
gross  reserves  in  view  of  substantial  liquidation  of  short-term  ' 
monetary  liabilities  during  1965. 

It  can  be  seen  from  Table  1  that  inflows  of  foreign  funds 
have  consistently  exceeded  the  amount  needed  to  finance  the 
balance  on  current  account  and  external  debt  amortization  and 
did  so  by  large  amounts  in  1963  and  1964.  .  Net  inflows  exceeded 
net  financing  requirements  by  an  average  of  $552  million  in  1963 
and  1964  and  probably  by  an  even  larger  amount  in  1965*  The 
excess  inflows  in  1963-1965  have  in  part  gone  to  rebuild  gross 
reserves  by  about  $800  million  and  in  part  to  finance  the  outward 
movement  of  domestic  capital. 


1/  Slight  discrepancy  reflects  different  source. 


EXTERNAL  CAPITAL  AVAILABILITIES  -  LATIN  AMERICA  REPUBLICS  -  1961-1964 
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If  the  situation  is  examined  in  terms  of  resource  transfers, 
and  total  debt  service  (interest  and  amortization)  i~s  taken  into 
account,  Latin  America  annually  received  net  autonomous  long-term 
external  resources  of  roughly  a  half  billion  dollars.  It  is  clear 
that  Latin  America  is  a  region  that  requires  very  large  amounts 
of  gross  capital  inflow  to  accomplish  a  resource  transfer  of  any 
magnitude.  At  the  end  of  1965  close  to  one-third  of  the  $38 
billion  aggregate  public  indebtedness  of  developing  countries 
was  owed  by  Latin  America,  and  a  considerable  portion  of  foreign 
direct  private  investment  in  developing  areas  was  located  in 
Latin  America.  Thus,  the  level  of  Latin  America's  international 
indebtedness  is  now  so  large  that  total  annual  debt  service, 
including  private  capital  earnings  and  amortization  of  compensa¬ 
tory  debt,  is  of  the  order  of  magnitude  of  $2.5  billion. 

II .  External  Capital  Flows  and  Repayments 

After  declining  in  1962  and  again  in  1963,  in  1964  net 
autonomous  capital  exceeded  the  1961  peak  of  $1,643  by  $50  million. 
Available  data  indicate  a  total  in  1965  for  the  U.S.  and  inter¬ 
national  agencies  similar  to  that  of  1964 (although  the  U.S.  share 
increased) ,  but  data  for  European  and  private  loans  and  credits 
are  not  available. 

More  interesting  is  the  evolution  in  the  components  of  the 
net  autonomous  capital  flow.  The  most  striking  change  was  in 
long-term  loans  to  the  private  sector,  mainly  supplier  credits^ 

This  declined  net  from  an  average  of  $325  million  1961-1962  bo 
an  average  of  only  $70  million  in  1963-1964,  or  by  abouty  $250 
million.  It  is  of  interest  that  Eximbank  net  project  lending 
for  the  same  years,  mostly  to  the  private  sector,  -dropped  even 
more,  from  an  average  of  over  $200  million  in  1961-1962  to  a  net 
return  flow  averaging  &70  million  in  1963-I964,  or  by  almost  $300  million  (Table  3) 


-A  3a- 
TABLE  3 

AUTONOMOUS  LONG-TERM  FINANCIAL  FLOWS  TO  LATIN  AMERICA  (excl.  Venezuela1) 
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It  would  appear,,  then,  that  European  supplier  credits  continued 
to  expand  throughout  the  period,  while  the  Eximbank  greatly- 
reduced  its  financing  of  U.S.  exports  to  Latin  America. 

Public  sector  loans,  on  the  other  hand,  increased  by  an 
average  of  roughly  $200  million,  thus  almost  offsetting  the ' 
decline  in  loans  to  the  private  sector. 

Direct  investment  remained  fairly  steady  at  slightly  under 

$400  million  a  year.  This  represented  a  decline  of  about  &150 

* 

million  from  the  average  for  the  previous  five  years,  when  direct 
investment  was  the  main  source  of  autonomous  capital.  Direct 
investment  from  the  U.S.  (as  recorded  in  the  U.S.  balance  of 
payments)  represented  about  half  of  the  total,  but  a  large 
part  of  the  rest  represented  the  reinvested  earnings  of  U.S. 
subsidiaries. 

The  gross  total  autonomous  capital  inflow  increased  by 
about  $250  million  between  1961  and  1964,  of  which  &200  million 
financed  increased  amortization  of  such  loans  and  &50  million 
represented  a  net  increase . 

Net  short-term  foreign  capital  inflows  were  between  $100-200 
million  annually,  except  in  1964,  when  they  reached  $278  million. 
This  reflected  an  exceptional  inflow  of  short-term  bank  loans 
from  the  U.S.,  totalling  over  $400  million  net. 

Compensatory  capital  inflows  on  a  net  basis  were  of  declining 
importance  and  in  fact  were  negative  by  &309  million  in  1964'. 

This  change  reflected  liquidation  of  part  of  the  high  level  of 


such  obligations  incurred  in  the  late  50* s  and  early  6o*s  in 
the  face  of  balance  of  payments  pressures.  Such  funds 
represented  a  net  inflow  of  over  &1  billion, in  the  five  years 
1956-1960  and  of  &700  million  in  the  period  I96I-I963. 

Amortization  of  compensatory  loans  amounted  to  about  $550  million 
in  1963  and  $400  million  in  1964. 

The  main  sources  of  financing  for  long-term  autonomous 
loans  and  grants  are  the  U.S.  official  agencies  and  U.S.  funds 
made  available  through  the  IDB  Social  Progress  Trust  Fund,  the 
international  lending  institutions,  and  supplier  credits  (Table  3)* 
Total  funds  provided  by  the  U.S.  Government  in  1965  were  close 
to  the  1961  peak  of  over  &800  million.  Funds  provided  by  the 
international  agencies  roughly  tripled  between  1961  and  1964-1965, 
to  about  &300  million,  but  the  1965  total  is  under  1963  and  1964 
totals.  Together  these  two  sources  provided  roughly  one -half  the 
gross  inflow  of  autonomous  loans  and  grants. 

The  gross  inflow  of  other  long-term  autonomous  credits 
totalled  $700  to  1,000  million  a  year.  A  major  part  of  these 
funds  were  supplier  credits;  other  sources  include  European 
Government  loans,  U.S.  and  European  bank  loans,  and  portfolio 
investment.  It  can  be  seen  from  Table  3,  however,.  that  on  a  net 
basis  these  sources  came  close  to  cancelling  out,  except  for  net 
supplier  credits.  Net  European  supplier  credits  amounted  to  $316 
million  in  1961,  $154  million  in  1962,  and  $138  million  in  1963* 
U.S.  supplier  credits  are  also  important,  but  in  the  early  60's 
most  of  them  were  not  guaranteed,  and  thus  are  not  shown  in  Table  3 


Of  the  net  inflow  of  long-term  autonomous  loans  and 
grants  1961  through  196b,  $3*8  billion,  the  U.S.  Government 
and  international  agencies  provided  $3*1  billion  or  over 
80  per  cent  of  the  total.  Net  supplier  credits  roughly 


account  for  the  remainder. 
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I.  THE  APPROACH  TO  AID  REOUI REMENTS 

Our  projections  of  capital  inflows  are  based  on  the 
view  that  there  are  two  major  obstacles  to  increases  in  the 
rate  of  economic  growth  in  Latin  America.  Several  recent 

studies  of  individual  countries  in  the  region*  have  shown 

♦ 

.that  it  will  require  a  substantial  change  in  their  patterns  of 
output  to  enable  them  to  accelerate  growth  without  increasing 
the  gap  between  imports  and  exports.  At  the  same  time,  other 
countries  may  be-  held  back  because  they  are  unable  to  save 
enough  to  meet  the  high  investment  requirements  of  faster 
growth. 

The  theoretical  basis  for  this  "two  gap"  approach 
to  the  determination  of  aid  requirements  has  been  set  out  by 
Chenery  and  Strout.**  The  basic  method  is  to  define  prospective 
"savings  gaps"  and  "trade  gaps"  associated  with  the  projected 
growth  and  performance  of  each  country  in  each  year  covered. 

The  prospective  savings  gap  is  the  difference  between  the  gross 
investment  required  to  attain  the  specified  growth  target  and 
the  gross  savings  which  the  domestic  economy  is  capable  of 
generating.  The  prospective  trade  gap  is  the  difference  between 
the  imports  which  are  required  to  sustain  the  specified  growth 
and  the  imports  which  the  economy  is  expected  to  produce  and 
sell.  Since  both  gaps  must  be  filled  if  growth  is  to  be 
realized,  the  larger  of  the  two  determines  the  amount  of 
external  capital  required. 

*  See,  for  example,  1,  5,  8,  9,  11. 

**  The  recent  article  putting  forth  the  model (3) 
of  an  A.I.D.  discussion  paper  (4) . 


is  a  revision 


When  a  given  amount  of  foreign  capital  is  actually 
provided,  it  performs  two  indivisible  functions  corresponding 

to  the  two  gaps.  It  permits  investment  to  be  greater  than 

( 

actual  domestic  savings  and  permits  actual' 'imports  to  be 
greater  than  exports  —  and  both  by  an  equal  amount.  In 
retrospect,  then,  after  such  capital  has  been  supplied,  the 
economy  must  have  adjusted  so  as  to  make  the  two  gaps  equal. 

If  the  trade  gap  had  been  the  larger  of  the  two  prospective 
gaps,  i.e.,  if  external  capital  had  been  more  than  was  needed 
to  fill  the  prospective  savings  gap,  then  the  model  ordinarily 
assumes  that  actual  savings  fall  short  of  potential  savings. 

For  example,  taxes  may  be  at  lower  levels  than  the  economy  . 

I 

could  sustain  because  large  inflows  of  capital  filling  a  trade 
gap  make  higher  levels  unnecessary.  If,  on  the  other  hand,  the 
prospective  savings  gap  had  been  the  larger,  actual  imports 
will  be  larger  than  those  required  for  growth.  For  example,  ' 
these  imports  may  include  not  only  the  raw  materials  and 
capital  equipment  required  to  sustain  growth,  but  also  dispen¬ 
sable  or  postponable  luxury  goods.  These  may  be  substituted 
for  domestic  consumption  goods  if  this  is  the  only  form  in 
which  consumers  are  able  to  spend  the  foreign  exchange  which 
was  provided  to  bolster  inadequate  saving  levels.  Unless  the 
two  prospective  gaps  are  fortuitously  equal,  then,  provision 
of  the  external  capital  required  by  the  larger  necessarily 
permits  less-than-full-potent ial  effort  with  regard  to  the 
smaller.  * 

*  The  method  followed  begins  by  specifying  targets  for  growth 
which,  together  with  the  level  of  domestic  performance  hypoth¬ 
esized,  determine  external  capital  requirements.  This  is  a 
matter  of  computational  convenience,  however.  When  several 
possible  growth  targets  are  compared,  as  in  Section  III  of  this 
annex,  the  results  may  also  be  seen  as  indicating  the  amount  of 

growth  which  could  be  obtained  from  a  specified  amount  of 
external  capital. 
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The  model  employed  for  the  projections  is  an  extension 
>f  that  developed  by  Chenery  and  Strout .  As  in  the  original 
nodel,  gross  investment  requirements  for  a  particular  year  are 
determined  by  a  target  rate  of  growth  (r)  and  an  incremental 
:apita 1-output  ratio  (k) .  Possible  limits  on  a  country's 
:apacity  to  absorb  additional  capital  are  recognized  by  a 
:onstraint  on  how  fast  gross  investment  is  permitted  to  grow 
from  year  to  year  (i).  Potential  savings  -are  determined  by 
:he  previous  year's  potential  and  propensity  to  save  from  addi- 
:ional  income  (&').  The  prospective  savings  gap  is  the  difference 
>etween  required  investment  and  potential  savings,  thus  defined. 

Exports  are,  as  a  first  approximation,  assumed  to  grow 
jxogeneously  by  a  given  percentage  (e)  each  year.  Required 
.mports  are  given  by  the  previous  year's  requirements  and  the 
>ropensity  to  import  from  additional  income  ( M- ' )  .  The  prospective  trade 
fap  is  the  difference  between  exports  and  potential  imports, 

* 

:hus  defined.  The  requirement  for  foreign  capital  is  the  larger 
>f  these  two  gaps. 

The  two  gaps  and  one  constraint  define  the  three  phases 
:hrough  which  a  country  may  pass.  1)  Even  the  relatively 
.iberal  constraint  of  15  per  cent  on  the  growth  of  investment 
tssumed  for  most  of  the  countries  in  the  projections  implies 
:hat  all  of  them  must  move  gradually  from  present  growth  rates 

:o  higher  target  growth  rates.  2)  Most,  when  they  begin  grow- 

\ 

.ng  at  the  target  rate,  experience  a  savings  gap  which  is  greater 
:han  the  prospective  trade  gap  and  are  thus  said  to  be  in  a  phase 
>f  " savings-constra ined "  growth.  3)  Countries  typically  have 
larginal  savings  rates  which  are  sufficiently  higher  than  initial 
.verage  rates  that  the  growth  of  national  income  can  steadily 
aise  the  average.  Such  countries  eventually  shift  either  to 
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a  phase  of  "trade-constrained"  growth,  when  the  trade  gap  is 
the  principal  determinant  of  for3ign  capital  requirements, 
or  directly  to  economic  self-sufficiency. 

II.  THE  PROJECTIONS 

A  number  of  variants  of  the  two-gap  approach  can  be 
developed  to  correspond  to  different  assumptions  about  the 
effectiveness  of  government  policy.  We  have  made  six  such 
projections  in  order  to  indicate  the  full  range  of  possibil¬ 
ities  from  pessimistic  to  highly  optimistic: 

(l)  Historical  Growth 

(a)  Historical  Performance 

(b)  Lower  Imports,  Higher  Exports 

(ill  Accelerated  Growth 

Historical  Performance 

<0 

Higher  Savings,  Lower  Imports,  Higher  Exports 
Lower  Capital  Requirements 

Maximum  Performance  —  a  combination  of  the 
improvements  of  B)  and  C)  as  a  basis  for 
estimating  the  minimum  capital  flow  required 
by  a  country  having  good  development  planning 
and  policies. 

The  basic  elements  of  the  projections  were  "historical" 
GNP  growth  rates  (r)  and  performance  parameters  (&',  k,  p',  s) 
mainly  derived  from  econometric  analyses  of  the  statistical 
record  of  the  period  1950-1965.  Current  values  for  GNP,  invest¬ 
ment  and  trade  were  not  based  on  the  inadequate  estimates  for 
1966  now  available  but  rather  on  the  averages  for  the  years 


(A) 

(b) 

(c) 

(D) 


I 


( 

I 
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1963-65  extrapolated  to  1965  with  the  use  of  the  historical 
growth  and  performance  parameters.  They  should  thus  be  seen 
as  "trend  values"  for  the  year  rather  than  actual  estimates. 

In  several  cases  considerable  judgment  had  to  be 
exercised  in  selecting  among  conflicting  estimates  or  in 
rejecting  unsustainable  short-term  trends  as  a  basis  for 
extrapolation.  This  judgment  tended  toward  the  optimistic, 
since  the  parameters  were  intended  to  represent  the  proven 
capability  of  the  economy  rather  than  simply  its  average 
performance,  and  since  the  two-gap  theory  suggests  that: raw 
historical  estimates  may  have  a  pessimistic  bias.* 

o 

The  historically-derived  estimates  of  growth  rates 
were  used  in  the  projections  labelled  I -A  and  I-B  in  the 
Chenery  paper;  the  historically-derived  performance  parameters 
were  used  in  the  projections  labelled  I-A  and  II-A.  Higher 
growth  and  performance  estimates  were  made  in  a  variety  of 
ways,  all  of  them  based  on  the  historical  record. 

a)  Accelerated  Growth  (Projections  II,  A  to  D) 

In  attempting  to  describe  comparable  increases 
above  historical  growth  rates  (Projections  I,  A  and  B) ,  we 
assumed  that  a  country  like  Argent ina ,' with  a  low  historical 
rate,  might  experience  less  difficulty  in  increasing  its  rate 
by  a  given  absolute  amount,  or  by  a  given  proportion,  than  a 
country  like  Mexico,  whose  growth  rate  was  already  very  high. 

*  That  is,  when  the  prospective  gaps  are  not  equal,  and 
foreign  capital  fills  the  larger,  it  is  the  less-than-full- 
potential  performance  with  regard  to  the  smaller  prospective 
gap  which  will  be  observed.  Extrapolations  of  such  perform¬ 
ance  might  lead  to  an  overestimation  of  aid  requirements  if 
the  previously  smaller  gap  should  become  dominant. 


Comparable  increases  in  growth  rates  were  seen  in  relation  to 
an  8  per  cent  rate,  which  appeared  from  the  historical  record 
to  represent  an  approximate  physical  limit  for  Latin  America.* 
Specifically,  "accelerated  growth"  was  defined  as  an  increase 
to  a  rate  one-half  of  the  way  between  the  historical  and  8  per 
cent.  Thus,  for  Argentina  it  meant  moving  from  an  historical 
2.75  per  cent  to  a  target  of  5.37  per  cent,  while  for  Mexico, 
with  more  of  its  developmental  potential-  already  exploited,  ;Lt 
meant  moving  from  6  per  cent  to  a  target  of  7  per  cent. 

b)  High  Exports  and  Import  Substitution 

tv 

(Projections  I-B,  II-B,  II-D) 

The  primary  justification  of  long-term  developmental 
assistance  is  the  fact  that  poor  countries  are  typically  unable 
to  save  the  full  amounts  required  to  meet  the  investment  costs 
of  rapid  development.  While  any  country,  rich  or  poor,  is 
capable  of  running  a  chronic  balance  of  payments  deficit,  there 
are  few,  if  any,  underdeveloped  countries  so  poorly  endowed 
that  they  are  not  able  to  reallocate  investment  toward  exports 
and  import  substitutes  if  a  dominant  trade  gap  persists. 
Eventually  they  should  be  able  to  produce  enough  in  these  lines 
to  eliminate  the  excess  of  the  trade  gap  over  the  savings  gap. 

To  approximate  this  phenomenon,  the  model  specifies  (under  high 
trade  performance  assumptions)  that  in  any  given  year  a  country 
faced  with  an  excess  trade  gap  will  direct  a  part  of  current 
investment  so  as  to  reduce  the  trade  gap  in  the  next  year  by 
one  half  of  the  current  excess. 


*  This  assumption  is  relaxed,  and  higher  growth  rates  are 
considered,  in  section  III  of  this  annex. 
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The  assumption,  then,  is  that  investors  or  planners  -- 
presumably  under  the  influence  of  devaluation  or  government 
investment  incentives  —  will  make  some  response  to  such  gaps/'- 
but  one  which  is  based  on  actual  experience  rather  than  perfect 
foresight  and  which  is  partial  rather  than  complete.  We  assume, 
as  a  first  approximation,  that  this  "exchange-saving  investment" 
is  equally  divided  between  exports  and  import  substitutes.  We 
also  assume  that  such  investment  entails  a  capital-output  ratio 
which  is  20  per  cent  higher  than  that  applied  to  ordinary  invest¬ 
ment.  This  reflects  the  probability  that  the  domestic  currency 
had  been  overvalued,  from  the  perspective  of  which  export 

proceeds  are  smaller  and  imports  more  competitive  with  domestic 
substitutes  than  under  an  equilibrium  exchange  rate.  Meeting 
the  additional  investment  requirements  then  requires  domestic 
saving  closer  to  full  potential  levels. 

The  diversion  of  investment  to  exchange-saving  lines 
was  not  considered  to  be  highly  dependent  upon  higher  growth 
but  rather  to  be  primarily  a  function  of  the  wisdom  and 
efficiency  of  trade  and  allocation  policies.  This  improved 
trade  performance  is  the  basis  of  the  more  optimistic  capital 
inflow  projection  at  historical  growth  rates,  as  well  as  part 
of  the  better  performance  projected  at  accelerated  growth  rates.* 


*  Since  optimistic  export  projections  for  Brazil,  Chile  and 
Colombia  were  provided  in  the  country  studies  by  A.I.D. 
economists,  these,  rather  than  estimates  of  exchange-saving 
investment,  were  the  basis  of  our  assumptions  as  to  better 
trade  performance  for  those  three  countries. 
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c)  High  Savings  (Projections  II-B,  II-D) 

Based  on  reasoning  parallel  to  that  used  for  growth 

rates,  increases  in  marginal  savings  rates  were  judged  comparable 

in  relation  to  the  highest  observed  performance  in  other  develop- 

« 

ing  countries.  "High  savings"  for  each  country  was’  defined  as 
movement  to  a  rate  halfway  between  historical  rates  and  this 
presumed  limit  of  35  per  cent.  Thus,  Chile,  with  an  historical 
rate  of  13  per  cent,  was  assumed  to  be  able  to  increase  to 
24  per  cent,  while  Mexico,  with  an  historical  rate  of  21  per 
cent,  was  assumed  to  be  capable  of  a  smaller  absolute’  increase, 
to  28  per  cent.  & 

The  ability  to  divert  a  substantially  larger  share  of 

increased  income  to  savings  was  considered  possible  only  if 

<» 

annual  increases  in  income  were  larger.  Hence  "high  savings" 
performance  is  associated  in  the  projections  only  with 
accelerated  growth  rates. 

d)  Lower  Capital  Requirements  (Projections  II-C,  II-D) 
The  definitions  of  better  trade  and  savings  perform¬ 
ance  given  above  represent  efforts  to  estimate  potential  improve¬ 
ments.  By  contrast,  the  lower  capital  requirements  specified  for 
two  of  the  "accelerated-growth"  projections  represent  an  alterna¬ 
tive  way  of  interpreting  the  historical  record  itself  for 
purposes  of  extrapolation.* 


*  This  is  not  to  imply  that  a  capital-output  ratio  is  beyond 
governmental  influence.  The  allocation  of  investment  to  labor- 
intensive  projects  and  planning  to  avoid  bottlenecks  and 
underutilization  of  capacity  can  both  reduce  the  ratio.  A 
more  complete  theoretical  discussion  of  the  variable  ratio  is 
included  in  [ 2 ] . 
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The  "historical"  capital-output  ratios  utilized  are 
averages  of  the  experience  of  each  country  over  the  past  12-14 
years.  As  such,  they  should  be  a  valid  first  approximation  of 
the  investment  requirements  for  additional  growth  at  the  same 
rates  as  were  experienced  during  that  period.  Several  recent 
discussions  of  the  capital-output  ratio,  however,  have  concluded 
that  the  ratio  should,  be  expected  to  be  --  and  almost  always  is 
lower  at  higher  rates  of  growth  Go,  7,  10] .  For  example,  higher 
growth  rates  usually  entail  better  utilization  of  capacity, 
and  at  such  rates  a  smaller  share  of  gross  investment  is  likely 
to  be  allocated  to  the  replacement  of  old  equipment  (which  makes 
growth  possible  but  contributes  little  to  it)  and  to  the  building 
•up  of  social  overhead  facilities  with  heavy  capital  requirements. 

When  the  historical  experience  of  the  Latin  American 
countries  was  analyzed,  almost  all  were  found  to  experience 
lower  ratios  during  periods  of  higher  growth.  Causation  probably 
runs  both  ways,  however.  For  the  projections  using  "lower 
capital  requirements,"  we  have  therefore  taken  only  one  half  of 
the  reduction  actually  observed  for  each  country  to  represent 
the  effect  of  the  composition  of  investment  on  the  capital- 

c? 

output  ratio.  The  formula  used  to  define  those  lower  require¬ 
ments  assumed  that  the  historical  ratio  would  apply  to  the 
basic  investment  required  to  attain  the  historical  growth 
rates,  but  that  a  lower  ratio  would  apply  to  the  additional 
investment  required  to  achieve  higher  levels  of  growth.  In  no 
case  was  that  lower  ratio  permitted  to  fall  below  two,  keeping 
it  close  to  the  lowest  historical  ratio  for  all  investment 
observed  among  the  16  countries  (2.47  for  El  Salvador). 
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Because  this  interpretation  of  capital  requirements 
may  prove  controversial,  projections  have  been  provided  based 
on  both  the  rigid  ratios  (II-A,  II-B)  and  the  flexible  ratios  — 
(II -C,  II-D) .* 

Separate  projections  were  made  for  16  Latin  American 
countries  (19  O.A.S.  members,  less  Uruguay,  Haiti  and  the 
Dominican  Republic).**  For  each  country  a  required  capital 
inf low/out flow  or  resource  transfer  was  calculated  for  each 
year,  1967-76.  The  inflow  was  defined  as  the  deficit  on 
current  account  (i.e.,  imports  less  exports  of  goods  and 
services)  less  the  net  outflow  of  "investment  income"  (interest 
and  profit  on  existing  capital) .  This  departs  from  conventional 
practice  in  which  outflows  of  investment  income  are  considered 
as  payments  for  imports  of  the  services  of  capital.  However, 
the  repatriation  of  such  payments  is  discretionary,  and  it  is 

based  on  a  previous,  not  a  current,  transfer  of  resources. _ 

It  seemed  more  appropriate  to  consider  it  as  part 
of  the  capital  flow,  since  it  requires  an  equal  inflow  of 
direct  investment  or  some  other  form  of  capital  to  prevent  a 
current  outflow  of  resources. 

In  calculating  the  capital  requirements  of  Latin 
America  as  a  whole,  only  the  inflows  required  by  deficit 
countries  were  added.  This  was  because  we  assumed  that  the 


*  Readers  who  accept  the  view  that  lower  ratios  are  a  natural 
concomitant  of  higher  growth  rates  may  wish  to  disregard 
projections  II-A  and  II-B.  Projection  II-C  should  then  be 
viewed  as  an  extrapolation  of  historical  experience  to  a  period 
of  higher  growth  rate,  and  II-D  as  based  on  the  assumption  of 
increased  developmental  effort  only  with  regard  to  savings  and 
trade. 

**  Projections  for  Brazil,  Chile  and  Colombia  were  based  on 
the  special  studies  of  those  countries  by  A.I.D.  economists, 
as  described  in  Section  VII. 
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considerable  surpluses  projected  for  several  countries,  notably 
Venezuela  (see  Figure  II  of  Chenery  paper),  would  not  make  any 
contribution  to  meeting  the  capital  needs  of  deficit  countries. 
This  assumption  seems  valid  under  existing  institutional 
arrangements.  There  may  be  room,  however,  in  a  fully  multi¬ 
lateral  Alliance  for  investment  guarantees  or  other  devices 
which  could  channel  more  Latin  American  capital  from  surplus 
to  deficit  countries.  <> 

III.  ALTERNATIVE  PROJECTIONS 

The  projections  in  the  Chenery  paper  compare  only  two 
growth  rates  and  four  performance  levels.  In  this  section  we 
explore  further  the  prospects  for  Latin  American  development 
and  its  costs  in  external  capital  by  considering  a  wider 
range  of  growth  rates  and  by  analyzing ' the  effects  of  variations 
in  individual  performance  parameters. 

a)  Growth  Rates 

Any  target  growth  rate  selected  for  the  future  of 
the  Alliance  for  Progress  must  meet  the  tests  of  progressiveness, 
feasibility  and  reasonableness.  It  must  be  progressive  as 
measured  against  the  aspirations  for  higher  standards  of  living 
throughout  Latin  America;  feasible,  as  measured  against  the 
capacities  of  the  Latin  American  economies  for  structural  change; 
and  reasonable,  as  measured  against  the  ability  of  the  United 
States  economy  and  willingness  of  its  people  to  transfer 
additional  resources  for  the  long-run  prosperity  of  Latin  . 
America.  Because  of  the  importance  of  the  rate  selected, 
whether  formally  or  informally,  as  a  basis  for  the  United  States 
aid  program,  several  methods  of  arriving  at  overall  and  per 


capita  growth  rates  are  analyzed  here.  Feasibility  is  checked 
by  the  assumption  that  no  country,  whatever  its  target  rate- of 
growth,  increases  its  gross  investment  by  more  than  15  per  cent 
per  year.*  The  analysis  itself  is  designed  to  describe  the 
trade-off  between  realized  growth  and  external  capital  costs. 

Figure  B-I  compares  levels  of  1976  GNP  for  the  16  Latin 
American  countries  with  the  total  capital  inflow  required  to 
attain  those  levels  under  each  of  the  four  performance  assump¬ 
tions,  A,  B,  C  and  D.  Target  growth  rates  for  each  country 
are  varied  along  each  of  the  curves  from  historical  rates  to 
8  per  cent.  For  example,  the  middle  range  of  the  D  curve 
describes  growth  halfway  to  8  per  cent  for  each  country  at 
maximum  performance  and  corresponds  roughly  to.. the  II -D 
projections  in  the  Chenery  paper.**  It  indicates  that  realiza¬ 
tion  of  a  GNP  growth  rate  of  6.5  per  cent  (3.5  per  cent  per 
capita) ,  would  require  an  average  annual  capital  inflow  of 
$850  million.  The  highest  grov/th  rate  given  under  high 
performance  assumptions,  7.25  per  cent  for  GNP  (4.25  per  cent 
per  capita) ,  would  entail  average  annual  capital  inflows  of 
$1.77  billion. 


*  This  does  not  insure  feasibility,  however,  both  because  the 
15  per  cent  constraint  may  be  too  high  for  some  countries  and 
because  rapid  overall  growth  entails  even  faster  growth  of  some 
sectors,  which  may  not  be  equal  to  the  task. 

o 

**  The  correspondence  is  only  rough  since  all  the  calculations 
for  this  graph  used  the  same  formula  for  target  growth  rates 
for  each  of  the  16  countries,  rather  than  the  particular  target 
used  in  the  three  country  studies. 


-B  13- 


As  the  slopes  of  the  curves  indicate,  under  high 
performance  assumptions  additional  growth  in  the  neighborhood 
of  7  per  cent  (4  per  cent  per  capita)  can  be  bought  at  the 
rate  of  about  10  dollars  of  annual  GNP  for  an  annual  average 
of  one  dollar  of  capital  inflow. 

For  all  other  performance  levels  capital  inflow  require¬ 
ments  rise  much  more  rapidly.  From  overall  growth  rates  as  low 
as  6  per  cent  an  additional  10  dollars  of  GNP  will  increase 
annual  external  capital  requirements  between  1.3  dollars 
(C  performance)  and  3, dollars  (A  and  B) . 

o 

Somewhat  higher  growth  rates  are  described  in  Figure 
B-I I ,  which  compares  1976  GNP  and  ten-year  capital  inflow 
totals  under  high-performance  assumptions.  For  this  analysis 
country  growth  targets  for  each  country  were  varied  between 
2  per  cent  and  7  per  cent  per  capita.  The  constraint  on  invest¬ 
ment  growth,  however,  prevented  realized  growth  from  going 
beyond  4.8  per  cent  per  capita  over  the  period  as  a  whole.  ^ 

As  the  slope  of  the  curve  indicates,  additional  growth  in  the 
area  of  4.5  per  cent  per  capita  is  projected  to  cost  about 
1.4  dollars  in  average  annual  external  capital  for  every  10  * 
dollars  of  annual  GNP.  It  would  cost  $1.1  billion  per  year 

over  ten  years  to  increase  per  capita  growth  by  one  half  of 

1 

one  per  cent,  from  4.25  to  4.75  per  cent,  j k_/ 

If  the  United  States  chooses  to  state  its  goals  or 
measure  its  success  in  promoting  development  within  the  Alliance 
in  terms  of  per  capita  growth  of  GNP,  Figures  B-I  and  B-II  may 
also  provide  one  measure  of  the  cost  of  the  high  birth  rates  in 
most  Latin  American  countries.  On  the  right-hand  vertical  axis 


1/  See  B  13-a . 
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Each  of  the  curves  in  Figures  B-I  and  B-II  indicates 
that  equal  absolute  increases  in  GNP  require  progressively  — 
larger  increases  in  external  capital. 

There  are  three  reasons:  (1)  The  savings  constraint 
is  operative  longer  at  higher  growth  rates,  implying  a  less 
efficient  conversion  of  external  capital  to  GNP;  (2)  At 
higher  target  growth  rates  the  constraint  on  investment 
growth  is  more  likely  to  restrict  countries  with  high  • 
"historical"  growth  rates,  giving  less  efricient  users 
of  external  capital  a  larger  share  in  total  GNP  growth; 

(3)  The  measure  of  total  capital  inflow  is  not  affected 
by  changes  in  outflows.  At  low  growth  rates,  when  countries 
are  more  often  experiencing  outflows  in  some  years,  increases 
in  GNP  will  have  less  impact  on  the  total  inflow. 


«* 


o 
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of  both  figures  the  GNP  projections  are  converted  to  per  capita 
rates  under  two  assumptions  --  that  current  population  growth 
rates  will  continue  and  that  the  average  birth  rate  can  be  cut 
by  5  per  cent.*  The  external  capital  cost  of  attaining  a 
given  per  capita  GNP  growth  rate  may  be  found  by  running  a 
horizontal  line  from  the  corresponding  point  on  both  sides  of 

the  vertical  axis,  as  is  done  in  Figure  B-II,  representing  high 

_ _ _ 

performance  assumptions.  The  figure  indicates  that  it  would  cost 
$550  million  more  per  year  to  achieve  a  GNP  growth  rate  of  4.75 
per  capita  at  historical  birth  rates  than  at  birth  rates  only  5  pen 
cent  lower.  The  same  method,  if  applied  to  Figure  B-I,  would 
indicate,  for  example,  that  for  a  per  capita  growth  rate  of 
4  per  cent  the  difference. in  annual  external  capital  costs 
would  be  $470  million  at  the  C  level  of  developmental  perform¬ 
ance  and  $330  million  at  the  D  level.  For  a  growth  rate  of  3.5 
per  cent  the  difference  in  annual  costs  would  be  $410  million 
at  the  c  level  and  $180  million  at  the  D  level.  If  the  latter 
figure  may  be  taken  as  a  lower  limit,  it  implies  that  each  birth 
in  the  relevant  range  raises  the  external  capital  requirements 
over  ten  years  by  a  total  of  $287.  This  represents  the  cost  to 
a  donor  country  committed  to  underwriting  a  growth  rate  of  3.5 
per  cent  per  capita. 


When  current  population  growth  rates  are  projected  to  1976 
they  indicate  a  compound  growth  rate  for  the  region  of  2.94  per 
cent.  For  a  typical  country  such  a  rate  would  represent  the 
difference  between  a  crude  birth  rate  of  approximately  4.36  per 
cent.  A  5  per  cent  reduction  in  such  a  birth  rate  would  mean  a 
population  growth  rate  of  2.72  per  cent,  which  is  the  basis  of 
the  alternative  projection. 

If,  as  the  data  for  Mexico  suggest,  the  average  Latin  American 
woman  will  eventually  have  4  children,  then  a  5  per  cent  reduction 
in  the  birth  rate  could  be  effected  by  persuading  one  woman  in 
five  to  have  one  less  child  over  her  child-bearing  years. 


C? 
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b)  Trade  and  Savings  Behavior 

The  effect  of  variations  in  trade  or  savings  perform 
ance  has  been  analyzed  using  as  a  basis  the  "accelerated  growth" 
and  "maximum  performance"  (II-D)  projections.  Holding  the  other 
performance  parameters  constant  at  those  levels,  individual 
parameters  --  the  rate  of  export  growth,  the  responsiveness  of 
exchange  saving  investment,  and  the  marginal  savings  rate  -- 
were  each  let:  to  vary  in  turn  over  a  wide  range  of  possible 
values.  The  results  are  presented  in  Figures  B-III,  B-IV  and 
B-V.  Figure  B-III  describes  the  effect  on  external  capital 
requirements  as  export  growth  rates  vary  between  one-half  and 
one-and-a-half  of  historical  rates  for  each  country.*  (The 
growth  is  assumed  to  occur  autonomously  or  in  anticipation  of  — 
rather  than  in  response  to  —  excess  trade  gaps.)  The  figure 
indicates  that  such  improvements  in  trade  performance  can  be  a 
potent  way  of  reducing  the  capital  inflow  requirements  in  the 
historical  range  of  export  performance,  at  which  many  countries 
will  be  experiencing  trade-constrained  development.  As  trade 

o 

performance  improves,  however,  diminishing  returns  rapidly  set 
in.  Extrapolation  of  the  curve  to  the  right  suggests  that  even 
with  extraordinary  improvements  in  trade  performance  there  is 
little  prospect  of  reducing  the  annual  external  capital  require¬ 
ment  much  below  an  average  of  $800  million  per  year  over  the 
period . 

<? 


*  The  latter  export  growth  rate,  7.3  per  cent  for  the  16 
co  un tries  as  a  whole,  is  close  to  the  upper  limit  (8.2  per 
cent)  of  the  wide  range -of  export  projections  for  1964-70 
prepared  by  Benjamin  Cohen  [4a] .  Increases  in  exports  are 
identical  in  their  effects  on  external  capital  requirements 
to  decreases  in  the  marginal  propensity  to  import. 


O 


-B  16- 


The  improvement  in  trade  performance  represented  in 
Figure  B-IV  —  exchange-saving  investment  —  is  as.sumed  to 
occur  only  in  response  to  a  realized  trade  deficit  (one  which 
is  larger  than  the  savings  gap  would  indicate) ,  and  the  invest¬ 
ment  is  assumed  to  require  a  year  before  it  can  influence  the 
structure  of  production.  The  figure  indicates  that  export 
growth  and  import  substitution  occurring  in  this  way  will  be 
unable  to  reduce  the  average  capital  inflow  requirement  below 
$850  million  per  year  over  the  period.  Both  figures  suggest 
the  severe  limitations  on  efforts  to  foster  accelerated  Latin 
American  development  entirely  through  "trade,  not  aid." 

Figure  B-V  describes  the'  effect  on  external  capital 
requirements  of  varying  the  potential  marginal  savings  rate— 
between  its  historical  value  for  each  country  and  the  presumed 
limit  of  .35.*  The  figure  shows  that  small  increases  in  perform¬ 
ance  with  regard  to  the  savings  gap  can  be  highly  potent  even 
in  the  "maximum  performance"  range.  For  example,  if  actual 

3 

marginal  savings  rates  were  to  increase  to  .28  from  the  .2725 
assumed  under  maximum  performance  (i.e.,  if  the  potential  rate 
were  to  go  5/8  of  the  way  to  .35  for  each  country),  this  alone 
would  reduce  external  capital  requirements  by  $170  million  a  year. 
However,  the  persistence  of  trade  gaps  makes  further  increases 
in  potential  savings  less  and  less  effective  in  increasing 
actual  savings.  -Even  if  every  country  had  a  potential  marginal 
savings  rate  of  .35,  the  actual  marginal  savings  rate  over  the 
period  would  still  be  only  .285,  and  the  average  external  capital 
requirement  of  the  region  would  still  be  half  a  billion  dollars 
a  year. 

X 

Increases  in  domestic  savings  are  identical  in  their  effects 
on  capital  inflows  to  decreases  in  the  incremental  capital-output 
ratio.  .  '  • 
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What  these  analyses  suggest  is  that  no  single  panacea  — 
whether  aimed  at  reducing  the  trade  gaps  or  the  savings  gaps 
of  Latin  American  countries  —  can  be  expected  to  eliminate 
the  need  for  increasing  amounts  of  aid,  at  least  in  the  short 
run.  Efforts  to  reduce  the  savings  gap  --  more  efficient 

taxation,  reductions  in  military  expenditures,  steps  against 

.  & 
corruption,  schemes  to  promote  personal  savings  and  agricultural 

and  business  reinvestment,  import  liberalization  to  permit 

fullter  utilization  of  capacity  —  may  be  more  important  in 

some  countries.  Efforts  to  reduce  the  trade  gap  —  export 

promotion,  reductions  in  import  discrimination  by  the  developed 

countries,  selective  import  substitution,  and  regional  economic 

integration  —  may  be  more  important  in  others.  For  Latin 

America  as  a  whole,  however,  all  such  efforts  will  have  to  be 

pursued  if  its  full  growth  potential  is  to  be  realized. 
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VI  Maximum  Performance  Projections  for  Brazil,  Chile  and 

Colombia 

Projections  for  the  three  economies  individually  studied 
in  the  country  papers  —  Brazil,  Chile  and  Colombia  —  were  all 
based  on  the  series  included  in  those  papers,  but  with  some 
modifications  in  the  cases  of  Brazil  and  Chile.  The  objective 
was  a  single  set  of  projections  for  each  country  which  retain 
the  distinctive  elements  of  the  country  analyses,  but  are  more 
comparable  to  the  projections  for  the  other  13  countries  in 

o 

the  ambition  of  their  growth  targets  and  the  optimism  of  their 
performance  expectations.* 

9 

The  three  accompanying  tables  describe  the  projected 
figures  actually  included. 

The  major  modification  of  the  Brazil  and  Chile  projec¬ 
tions  are  discussed  below. 

High  savings  performance  was  defined  for  the  other  13 
countries  as  the  attainment  of  a  marginal  savings  ratio  halfway 
between  the  historical  marginal  ratio  and  .35.  Applying  this 
formula  to  the  Brazilian  historical  marginal  savings  ratio  of  ' 
.17  produces  a  high-performance  ratio-  of  .26.  This  was  within 
the  range  of  .25  and  .30  considered  in  the  Brazil  paper  and  was 
adopted  for  the  overall  projections. 


*  The  high-but-attainable  performance  figures  included  in  each 
country  paper  (as  modified)  were  taken  to  correspond  to  the 
"accelerated  growth,  maximum  performance"  projections  (II-D) . 
For  the  projections  intermediate  between  this  and  the  purely 
historical  (l-A)  individual  elements  of  the  country  projections 
were  used  to  represent  "lower  capital  requirements,"  "higher 
savings"  and  "high  exports."  — 
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For  the  13  countries  the  high  target  growth  rate  was 
defined  as  that  halfway  between  the  historical  rate  and  . 08 . 

' 

Brazil  * s "historical”  growth  rate  of  5.76  per  cent  would  accord¬ 
ingly  be  increased  to  6.88  per  cent  as  against  the  8.00  per  cent 
included  in  the  paper.  While  the  Brazil  paper  argues  the 
feasibility  of  so  rapid  a  rate  from  the  standpoint  of  domestic 
economic  institutions,  with  a  marginal  savings  ratio  of  .26 
growth  of  8  per  cent  would  require  deficits  on  current  account 
as  high  as  $1.1  billion  and  net  capital  inflow  as  high  as  $890 
million  in  1971  (-as  against  a  net  capital  inflow  of  only  $699 
million  for  all  the  other  Latin  ‘American  countries) .  Rather 
than  adopt  a  target  growth  rate  and  a  capital  inflow  require¬ 
ment  which  were  both  far  out’  of  line  with  those  adopted  for 
other  countries,  it  was  decided  to  reduce  the  Brazilian  target 
growth  rate  for  the  purposes  of  the  overall  projections  to  7.5 
per  cent.  As  in  the  paper,  the  target  growth  rate  is  only 
gradually  attained,  in  this  case  by  ..imposing  a  constraint  of 
12  per  cent  on  the  annual  growth  of  investment,  which  permits 
7.5  per  cent  growth  of  GNP  by  1972. 

b)  Chile 

The  capital  inflows  indicated  in  the  Chile  paper 
are  based  entirely  on  indicated  trade  gaps,  with  the  marginal 
savings  rate  treated  as  a  residual  to  equalize  the  two  gaps 
and  allowed  to  go  to  .29.  The  general  formula  for  higher 
savings  performance  would  suggest  that  Chile  could  raise  its 
historical  marginal  savings  ratio  of  .13  as  high  as  .24,  but 
values  as  high  as  .29  seemed  too  far  out  of  line  with  the  other 
projections.  Using  .24,  and  accepting  the  (average)  incremental 
capital-output  ratio  of  2.738,  the  savings  gap  has  been 
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calculated.  It  is  larger  than  the  trade  gap  for  the  years 
1967  and  1972-75,  and  the  revised  projection  indicates  that 
the  current  account  will  not  show  a  surplus  until  1974  rather 
than  1972. 
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VII.  The  Projection  Model 


Basic  Variables 

V  =  Gross  National  Product 
t  & 

I  =  actual  gross  domestic  investment 
=  actual  gross  domestic  saving 

i 

=  actual  imports  of  goods  and  services 
E  =  actual  exports  of  goods  and  services 
F  =  net  capital  inflow 


1)  Savings  gap 

A)  Investment  requirements 

i)  Variable: 

(l)  =  basic  investment  requirements 

ii)  Constants  (for  each  set  of  projections): 

r  =  target  rate  of  GNP  growth 

i  =  constraint  on  rate  of  investment  growth 
(15%) 

k  =  lagged  incremental  capital-output  ratio 

(k  =  k*  +  where  k*  and  z  are  also 
r 

constants) 

iii)  Relationships 


(I)  =  I 


1/  ' 


(I).  = 


V 


t+1 


the  lesser  of 

(I), 


Vt  + 


r  k  V^ 

c  i+n  i 


t-i 


(l)^_  =  I  except  where  h  0  (see  below)  . 
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2) 


B)  Potential  savings 

i)  Variables 

(S)  =  potential  savings 

ii)  Constant 

r  ,  ' 

a  =  marginal  propensity  to  save 

iii)  Relationships 

(S)  =  I  -  M  +  E  (=1  -F  ) 

o  o  o  o  o  o 

(s)t+i  -  (s)t +  a(vt+rV 

Prospective  Savings  gap  =  (i)^  “  '(S)^ 

o  • 

Trade  gap  © 

A)  Exchange-Saving  Production 
i)  Variables 

V  =  exchange  saving  production  (export 
expansion  or  import  substitution) 

I  =  investment  in  exchange-saving  production 
(see  section  4  for  determination) 

ii)  Constants 

b  =  premium  on  capital-output  ratio  (=  .1.2) 
j  =  constraint  on  share  of  total  investment 


devoted  to  I  , (=  .3) 
mt 


iii) 


Relationships 

t-1 

V  =  S  i  /bk 
mt  ^  ^  mt  s 
t=l 


I  =  (I)  +  (1--)  I 

t  t  b  mt 
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B)  Import  requirements 

i)  Variable 


(M)  =  required  imports 

ii)  Constants 

b  =  marginal  propensity  to  import 

1  =  portion  of  V  for  import-substitution 
(=  /5) 

iii)  Relationships 

(M)  =  M 

o  o 

(„)t+i=  (M)  +  U(v  V  )  - 


C)  Exports 


i)  Constant 


e  =  exogenous  growth  rate  of  exports 


ii)  Relationship 


E  =  (1+e)  E  +  (l-X)  V 
t  o  mt 


3)  Determination  of  capital  inflow  requirements 


Relationships : 


=  the  larger  of 


(I)t  -  (s)t 
(M)t  -  Et 


2/ 


t  t  t 


St  '  -  Ft 


2/ 

-  The  values  utilized  for  h,  b  and  j  insure  that  the  premium 
on  exchange-saving  investment  (the  difference  between  I  an<3  (j) 
will  never  be  greater  than  the  "excess  gap",  so  that  no^ reversal^ 
of  the  dominance  of  gaps  can  occur. 


4)  Exchange-saving  investment 


i)  Constants 


J  = 


h  = 


constraint  on  share  of  total  investment 
allocated  to  I 

mt 

share  of  current  year's  excess  gap  which  I 
is  designed  to  fill  in  following  year 
(=  0  or  .5) 


ii)  Relationships 


If  M  <  E,  then  1=0 
t  -  mt 

If  M  >  E  /  and  (S)  >  (I).  ,  then  I 

t  t  t  -  t  mt 


=  the  lesser 


of 


hbk[ (M)  -  E  ] 

t  t 

jdK 


If  M  >  E  ,  and  (S).  <  (I).,  and  if  (I)  -  (S)  * 

t  t  t  t  t  t 

4  (M)t  -  Et,  then  Imt  =  0  ' 

If  (I)  -  S,  <  (M)  -  E ,  ,  then  I  .  =  the  lesser 

t  t  .  t  t  mt 


of 


hbk[  (M)  t  -  Et  -  (I)t  +.(S)t] 

j(Ih 


5)  Population  growth 
i)  Variable 

N  =  population 
ii)  Constant 


P  =  growth  rate  of  population 


iii)  Relationship 


N  =  N  (1+P) 
t  o 


VIII.  PARAMETERS  AND  BASE  YEAR  VALUES 
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footnote  1,  Historical  Parameters  table. 
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XX .  Sources  of  Base  Year  Values  and  Parameters_ 

Data  from  the  period  1950-1965  were  the  major  source 
of  the  base  year  values  and  per formance^ parameters  for  each 
country.*  All  values  were  expressed  in  1962  dollars. 

Base  year  values 

For  purposes  of  projecting  future  growth  paths  and 
capital  inflow  requirements  it  was  necessary  to  construct  a 
series  through  1966  and  begin  projections  with  1967.  There  is, 
however,  no  reliable  economic  data  as  yet  for  1966,  and  there 
are  serious  gaps  in  the  record  for  1965  and  even  for  1964.  Even 
if  the  data  were  available,  the  use  of  single  year  figures  as 
base  values  might  introduce  distortions  from  any  aberrations 
in  the  performance  of  a  particular  year. 

The  general  procedure  followed  was  to  average  the  values 
for  1963-65,  to  attribute  these  averages  to  1964,  and  to  project 
them  to  1966  based  on  the  "historical"  parameter s  derived  from 
postwar  experience.** 


*  The  projections  included  in  the  Chenery  paper  for  Brazil, 

Chile  and  Colombia  are,  as  described  above,  modifications  of 
the  values  in  the  three  country  papers.  Parameters  from  the  . 
sources  indicated  formed  the  basis  for  most  of  the  modifications. 

**  Where  1965  values  were  not  available,  1963-64  averages  were 
attributed  to  1964  and  pro j ected  , forward .  Some  of  the  series  for 
trade  variables  ended  in  1963,  so  that  the  1961-63  averages  had 
to  be  attributed  to  1962  and  projected.  Export  and  import  figures 
attributed  to  1964  were  in  each  case  constrained  to  conform  to  the 
average  capital  inflow  for  1963-65  (for  which  more  recent  figures 
were  frequently  available)  with  equal  parts  of  the  initial  discrep 
ancy  added  or  subtracted  from  exports  and  imports. 
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Parameter  Estimates  • 

Growth  rates  of  G.N.P.  (r) 

Values  were  derived  from  regressions  of  the 
logarithm  of  G.N.P.  on  time  from  1950  tp  1964 
•  for  all  countries  but  Bolivia,  and  from  1957  to 
1964  for  that  country. 

Marginal  propensity  to  save  (a) 

a)  Values  for  Argentina,  Chile  and  Paraguay 
were  the  partial  regression  coefficients  of  gross 

J>  'r 

domestic  savings  (I  minus  F)  on  G.N.P.  from  1950  to 
1964  when  the  capital  inflow  (F)  was  included  in  the 
equation. 

b)  Values  for  Colombia,  Mexico  and  Nicaragua 
were  obtained  from  similar  regressions  but  ones  in 
which  the  export  share  (E/V)  was  also  included. * 

c)  Values  for  Brazil,  Ecuador  and  El  Salvador 
were  based  on  unpublished  results  of  Luis  Landau  of 

9 

Harvard  University,  who  regressed  per  capita  savings 

on  per  capita  income  and  on  F  from  1946  to  19’60, 

corrected  for  population  growth. 

The  general  criteria  for  selection  among  the 

2 

above  was  the  explanatory  power  (R  )  of  the  equations 
and  the  reasonableness  .of  the  values. 

d)  ‘Values  for  Honduras,  Peru  and  Venezuela  were 
the  average  savings  rate,  1963-65. 

e)  Values  for  Bolivia,  Costa  Rica,  Guatemala  and 
Panama  were  compromises  among  several  conflicting 
estimates. 

*  See  [2]  for  the  theoretical  basis  of  these 
estimations. 
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Capital -Output  Ratio  (k) 

As  explained  in  Section  II/  observations  of  the  capital- 

output  ratio  and  the  reciprocal  of  the  growth  rate  (r)  for  each 

year  or  cycle  were  weighted  by  the  number  of  years  represented, 

and  estimates  of  k1  and  z  emerged  from  the  regression  of  k 
1 

on  ~  . 
r 

a)  The  fixed  ratios  represent  the  solution  of  the 
estimated  equation  for  the  reciprocal  of  the  historical  growth 
rates  for  every  country  but  Bolivia  (for  which  the  value  used 
was  the  Chenery-Strout  historical  estimate) . 

b)  For  the  variable  ratios,  the  value  used  for  z  was 
generally  half  of  that  obtained  in  the  regressions,  and  k'  was 
obtained  by  solving  the  equation  for  the  value  of  the  fixed 
ratio  given  ‘above  at  the  historical  growth  rate  with  the  lower 
value  of  z.  This  produced  values  for  k'  which  were  often  much" 
larger,  but  for  several  countries  —  Argentina,  Ecuador,  El 
Salvador,  Panama  and  Peru  —  the  value  was  still  below  2.  In 
these  cases  a  value  of  two  was  assumed,  and  z  was  obtained  by 

i. 

again  solving  the  equation  for  the  fixed  ratio  at  historical 

\  .  r 

growth  rates.  (For  Bolivia  a  low  value  of  z  obtained  from  a 
pooled  regression  was  used.) 

Marginal  Propensity  to  Import  (q) 

a)  Values  for  Argentina,  Bolivia,  Costa  Rica,  Ecuador, 
Guatemala,  Honduras  and  Paraguay  were  the  regression  coefficient's? 
of  imports  (M)  on  G.N.P.  from  1950  to  1964  and  for  Mexico  from 
1951-62. 

b)  Values  for  Nicaragua  and  Venezuela  were  the  recent 
average  share  of  imports  in  G.N.P. 


O 
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c)  Values  for  Brazil,  Chile  and  Colombia  were  based 
on  the  country  papers. 

d)  Values  for  El  Salvador  and  Panama  were  compromises 
among  conflicting  estimates. 

Export  Growth  Rate  (e) 

a)  Values  were  derived  from  the  regression  of  the  •  ' 
logarithm  of  exports  on  time  from  1950-1964  for  Costa  Rica, 

El  Salvador,  Guatemala,  Nicaragua,  and  Panama  and  from  1957-64 
for  Mexico. 

b)  Values  were  the  historical  or  lower  range  estimates.’ 
in  Chenery-Strout  paper  [3]  for  Argentina,  Bolivia,  Brazil, 

Chile,  Colombia,  Honduras,  and  Venezuela.  '  . 

@ 

c)  Values  for  Ecuador  and  Paraguay  were  compromises 
based  on  conflicting  estimates  in  b) . 

d)  The  Peru  value  is  an  optimis tic-but-realis tic 
projection  provided  informally  by  Erik  Thorbecke  of  A.I.D. 

Population  Growth  Rate  (p) 

A.I.D.  values  (Statistics  &  Reports  Division,  May,  1966) 
were  used  for  all  countries.. 

» 

■ 

Data  Sources 

1.  GNP  (V) 

Figures  were  obtained  from  U.N.  Yearbooks  of  National 
Accounts  Statistics  for  Chile,  Colombia,  Ecuador,  Guatemala, 
Honduras,  Paraguay,  Peru,  and  Venezuela,  and  from  A.I.D.  National 

Accounts  Summary  Sheets  (June,  1966)  for  Argentina,  Bolivia,  Brazil, 

& 

Costa  Rica,  El  Salvador,  Mexico,  Nicaragua,  Panama,  and  Uruguay. 
Conversion  to  1962  dollars  used  A.I.D.  exchange  rates  throughout. 


I 
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2 .  Exports  (E)  and  Imports  (M) 

Figures  were  obtained  from  I.M.F.  Balance  of  Payments 
Yearbooks.  Both  the  export  and  imp ore  figures  used  are  net 
of  investment  income  and  were  converted  to  1962  prices  using 
the  price  deflator  of  exports  in  the  U.S.”  G.N.P.  accounts. 

3 .  Investment  (I) 

Figures  were  obtained  from  U.N.  Yearbooks  of  National 
Accounts  Statistics,  for  most  countries.  I  is  defined  as  Gross 
Domestic  Investment,  which  equals  Gross  Domestic  Fixed  Capital 
Foundation  plus  change  in  stocks.  For  Peru  and  Venezuela,  the 
source  for  GDFCF  and  change  in  stocks  was  A.I.D.  -  National 
Accounts  Summary  Sheets.  For  Argentina,  Brazil,  and  Costa'  Rica, 
this  same  source  provided  the  total  investment  figure  (no  data 
on  stocks) . 

* 

O 

4 .  Population  (N) 

A.I.D.  figures  were  used  throughout. 
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